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ASSEMBLY GOVERNMENTAL ORGANIZATION COMMITTEE
FADEM LOTTERY INITIATIVE
PROPOSITION 37

ASSEMBLYMAN RICHARD ALATORRE:

The Assembly Governmental

Organization Committee is now called to order.
today's hearing is informational in nature.

The purpose of

I am not interested

nor is the committee interested in listening to proponents or

'

opponents of the lottery.

The purpose of the hearing is to get

formation, to focus in on the manner on which the initiative
was drafted.

If there are any deficiencies in the drafting, to

listen to parties that have had experience in the lottery.

We

will be listening to the director of the lottery from New York.
We will listen to the Legislative Analyst who will talk about the
revenue implications coming out of the lottery as well as the
individuals that will benefit by the representative of the
Department of Education as well as the drafter of the initiative.
At this time

me introduce to you who will be speaking from

the Legislative Analyst.

•

The Legislative Analyst for an overview

of the lottery initiative and the fiscal effects •
JOHN VICKERMAN:

Thank you Mr. Chairman.

Vickerman, Chief Deputy

I am John

the Legislative Analyst's Office and I

have with me on my right David Vasche who is the Senior Economist
of our office.

I have a prepared statement which I will
You have asked us

summarize and I assume it is before
essentially to do two things.
the legal provisions

First, give a brief overview of

the measure.

Second, to respond to eight

specific questions directed to our office.
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The next part of our analysis goes to the specific eight
questions that you asked our office.

Are there any questions

before I get into that part?
ASSEMBLYMAN ALATORRE:
MR. VICKERMAN:

No, that's fine.

The first question:

How much net revenue

would the lottery produce for education?

On the bottom of this

page we talk about the percentage and as we say on an on-going
sis from the experience in other states, if you take

34%

you add in what we think would be a portion of the administrat
cost that would not be used and you add in the unclaimed tickets
and you are talking roughly about 40% on an on-going basis.

You

are not going to have that kind of percentage initially because
of start-up costs, equipment purchases and a lower volume.
Second, on Page 5 we talked about what is the volume of
ticket sales.

The first point is we at this point don't

what the commission is going to do.

How many of these

£ferent types are they going to put in?
come in?

When are they going to

All of these things are going to affect how generous

are they going to be in pushing the lottery.

The lottery

a

provision that you shall maximize revenues, but there is a
latitude and discretion to the commission of how effective or how
much are they going to promote this thing.

So what we

is

rather than looking at legal provisions, we looked at
provisions in other states and they give you some

of

what might happen in California.
~lso,

we looked at the fact that lotto is the newest form

lottery game and is also the fastest growing.
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is weekly drawings, but essentially what you have is very few
winners and the pot is big enough you have very big winners.
ASSEMBLYWOMAN TANNER:
MR. VICKERMAN:

It's a numbers game, though.

You pick six out of ••• Yes, it's a numbers

game.
ASSEMBLYWOMAN TANNER:

Okay.

ASSEMBLYMAN ALATORRE:

Continue ..

MR. VICKERMAN:

When we look a.t all these factors, we

that the best approach for projecting California revenue was to
look at not all the states, but look at the large industrial
states and

states that are geographically close to us.

And

also make an adjustment for the fact that about half of your
lottery sales nationwide are from numbers games and numbers have
been popular for decades in certain mid-western and eastern
states, but they haven't had a history in California.
For example, only one western state has a numbers game.
is Washington.

They established it last January.

very disappointing.

Sales have

So probably the games that would be

very popular in California would be instant and the lotto.

But

we have some questions whether the commission would
numbers and how popular that would be in California.
As you see from
sales among
$64 unweighted

leI on Page 7, on a per

is,

1 18 jurisdictions were $50 per capita in 1982-83,
1983-84, but there are wide variations

revenues from a low of about $10 in Vermont to a high of $157
the District of Columbia.

We picked a figure which we

was most representative and that would be about $50 per capita.
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You had a similar pattern in the state of Washington.
first

7~

The

had lottery sales, the volume was $26.7
The next 12

fairly common
there is a

it was $13.7 million.

This

have a new game like this come on that
of enthusiasm, a lot of interest, but you

don't

keep the same volume after it stabilizes a little bit.
ASSEMBLYWOMAN TERESA HUGHES:

(inaudible) •.•• Why is it that

strict of Columbia seem to have doubled the ••••
MR. VICKERMAN:
Hughes.

You have a part year effect in 1982-83, Mrs.

That's when they introduced the lottery.

I think the

District of Columbia's figures are somewhat distorted because you
have more people buying than just people who live there.
ASSEMBLYWOMAN HUGHES:

So that is certainly true of any state

because I recently went to Montreal, I bought, not a lot.
to New Hampshire, I bought.
anybody travel

I went

I went to New Jersey and New York so

through these states can buy and you don't even

have to live there to buy it.

Does the District of Columbia have

more lottery games than do the other states that their f
could re

more travelers?

MR. VICKERMAN:

No, they don't.

I think Jim was

I

understand, Dave can correct me, I think they only have
now and they are coming out with lotto.

I don't know if

have numbers.
ASSEMBLYWOMAN HUGHES:

So, in other words, if we

tourism in this state, we also increase our revenues for
lotteries, right?
MR. VICKERMAN:

Could be.
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Sounds pretty good.
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That's still a

The $500

million is still a supplement, it hasn't replaced anything.
MR. VICKERMAN:

I'll let the lawyers argue about that.

I

think the more practical impression you will face is rather than
say a 6% COLA you gave no COLA.

then would the

1 community say that you violated

this initiative.

of

s

Because you went to the extreme where you

actually cut the level and if I were on the other side as a
lawyer, I think I would have an easier chance of saying that you
did violate.
ASSEMBLYMAN FELANDO:
increase.

Or instead of cutting, we don't

We just don't increase.

and then let

We just fix

a $1.2 bill

lottery take care of anything ...

MR. VICKERMAN:

The actual situation would

on how you

treated education versus how you treated everybody else.
if we

another fiscal
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where practically nobody got increases.
Attorney
normal
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year and we
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10 years education really hasn't faired too well in
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and I am not so sure that this measure changes
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less

so than some of your General Fund taxes.
stable.

They are not 100%

Other influences affect them, but of course the bank and

corporation taxes are also very volatile.
volatile and income taxes less volatile.

Sales taxes are
So I think it's

probably less volatile than the three major sources, but they are
influenced by economic conditions.
Page 13 we talk about the allocation proceeds in other states
and on Page 14 we give you a table showing how the money
allocated in the 18 other jurisdictions.

I would caution you

some of the smaller states, the figures are not that meaningful,
they have small bases.

For example, Vermont spends 44%

proceeds on administration.
lottery.

its

That's because it has a very small

If you take out some of these smaller states and

start-up costs you'll find out, and that's the bottom

, about

49% goes for prizes, 10% goes for administration, and about 41%
goes for public purposes which is pretty much the di
that this measure proposes.
On Page 16 we talk about state revenue losses due to
exemption of lotteries.

tax

We can't give you a good figure

first we looked as if you said all right everything that
wins is going to be subject to 11% rate, that would be a
of $70 million you would lose in state revenues.

But as I

n1entioned before, 99% of the lottery winners in an
could be $5 or less, that's 66% of the money.
to be taxed at 11%.

That is not

So it depends on the type of game

Secondly, typically the states from the large prizes
lotto pay them out over 20 years primarily for federal tax
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The last question that you asked was what effect
have on sales tax revenues.
question you

on

It is somewhat
taxes.

the same

Sure, there might

some

redirection of sales tax revenues to the extent money is
one place rather than another.

You might have some

sales tax revenues from equipment purchases and everything e
We cannot give you a bottom line and I don't think anybody e
can.

I'll be glad to ask for any questions.
ASSEMBLYMAN ALATORRE:

Are there any questions

members of the committee?

Okay, thank you very much.

Mr. John

Quinn, New York State Lottery.
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state

me

9

If they wanted a professionally operated
, then I would be

relationship to

lican which me

neither a Democrat nor
parties.

to come
to

ss Governor

But

slature

Governor Cuomo and the Legislature s
and
polit

helped
was

of

I am

time

by

the New
cause of
on at

there were
one time

time you hired a Democrat, you

lican.

jobs.

A lot of the jobs were no

a strength

of 210, 440 then many no

in it and it was

ly a sad situation.

a

to

As opposed to

jobs were involved
that

I am

of it worked.
s in the state of New

We did
terms we were

second state to

are doing

to $560 or $550

c

well

gross sales.

We

In terms of

sa
well

capita

s

we

$1.2

comes out to
capita.

1

$1.30

$2

states

total

$68 a

17.5
comes to

You

is that.
We have the

of

i

-2 -

11

It

1

We don't

we are

les,

seal

$520 million

the state of New

l

to t,urn over to

is year we

Pennsylvania was

probably

$1

In gross

state

le

s

States.

I don't know what San Francisco or Los

s,

s

I doubt it can compare with New York City.

This is

blatant in some places -- the competition.

It is

and

competition plus we are entirely surrounded
the provinces in Canada.

There is lots of competition

In brief, Mr. Chairman and ladies and

New

State Lottery has, the California lottery will
initiative is passed, a big business operating

•

bureaucracy.

To give you an idea of how big

might

i

were rated in the Fortune 500 of the top industrial
in the United States last year, we would have been 321A
and we would have been 42A in revenue.
compared to the top 500.

That is

revenue

So it is a big business

within the constraints of a bureaucracy.
Now some points that address some of the issues
in the initiative •••
New York State does not have a commission.

It is one

states that does not operate with a commission.
my knowledge are Michigan, Pennsylvania, and De
Will a commission work?

Certainly it will work.

jurisdictions in the United States, it is working
others.

Most commissions work well.

Of
l

I personally

to operate without a commission as I have for

8

New York because the lines of communication are
you are making decisions you can do

easier, but

times when I had wished I had a commission to sort of
the lottery against some of the outside critics and soro.e
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were

major problems that we were

But one of the questions was

would it work and certainly

work

I think a new state

with all the attention of

of

1

the police activities, at

to

that yes we have many more

c

zens

on this.

Again, I would just conclude
individually, I prefer to operate

one, but I

the state of California and a new state,

is

ly

to go.
I

have given some handouts, Mr. Chairman, which

the organization of the
that in great detail.

I

about

am not going to go into

We have

plus a fie

The New York State Lottery now consists of about 210 persons.
About a third of them are in the field -- New York, Buffalo,
Syracuse, Utica, and two-thirds are

upper

headquarters.

we

We have a good law

Technically, I am part of

tax department.

report directly to the Governor's office.
there, but going through that.
the Legislature.

I

, the central

I

So there is no

am not

noticed several of

I

in dealing
questions that were

posed and several of the comments so far.
When we deal with the
Governor's budget office.

s

is normal
over and

I

piece of legislation through.

the
to push a
s

I

legislation to go through.

law

started with.

, I normally

But when we want to

don't get involved in that.

I go through the Governor's o
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first.

He will

or

it go as departmental
will pick up the

on

As far as budgeting
question areas and
exercise control?
portion of my budget
operating costs, my r8al

'

that I have to have to
that is not the total budget

One

you have there indicate
have appropriated

is

s year.

33

Yet

include paying all of the
forth, are about $114

so

11

and the rest comes from
Reports.

That was one of

about these reports that
make are annual

I

to

although my reports to

ature

more

specialized subjects.
I

report monthly to

Governor and

s i

telling how programs are

sa

s

General.

I

figure details and things
my weekly projection
division which then
picture.

We do not send

to

report annually to the

one of
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se is

to

that (pointing to handout)

just

we

public to let them know where
It is either once or

we owe it to the
are going each year.

a

up report) in your package

Anniversary

tells them how much money we

It

made, where it is going to, and

then answers to questions often asked about the New York State
Lottery.

We get good response to

s and the people like

To address an issue that was
dollars to education.

Originally,

lottery

1976, when

was restarted, it was written essentially as you have it now -that it would be supplemental to normal appropriated funds for
education.

However, that was changed the very next year so that

it now is included as part of the budget package, or I suppose
the term you use out here -- supplantation.

The example being

something as the gentlemen over here was
In New York state aid,

's

It is a little more than that.

, is $5
We are

11

ecting we will

$520 million and we will make more
figures we are projecting.

What

this

just to use the
is

in

$4.480 is appropriated and they look to the

to

the other $520 million.
you

So that responds to

-- Is it

related to educational

is in New

York because they have to

state

education limit is that they are
they back it up by a reasonable e
expenditures.

If I estimate $450,
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to

year and
for
r,egislature normally says

I can do $500 and if I

$500

.

5

to

most

admit it, but they have

cases.

I have been giving
burned a few times
t

better than I would,
get conservative.

do

I

But

to

11

the

1

something to it, and we we
exceed it.

•

On this budgeting

as

major budget, the public

11

I

f

do a radio or T.V.media
taxes st

much money in the
i

response that I normal
going to do about 10.5%
million.

to

0

But there is

are

f

11

0

9

some place else.
The lottery was never
expenditures for
was provided to ease
provided to do that, and

•

I

with your educational
numbers like that.

aro

are ta
of

So

never provide all of it.
The question on

1 of

one hand you can say we
everything.

se

s

sc

On the

is a cost involved

do

You can

a room

1

of paper if you wish,

and protect you in

it would be

cases where you might need that.

The director and the commission

in this state will have to

how much

On our major vendors we

The

we

deal with them we get information, for example, finger print
cards, background checks, things of that nature.
annual reports.

we are

On the lesser agents, the

contract with on pencils, we are not

We get their
a

all

to go

our major

trouble if he is selling us 2,000 gross of pencils,
contractors we get the background.
We have not gotten income tax returns simi
suggested.

I

can't say that is a bad

I

to what is
can say that

probably a new lottery with all the attention on

,

probably go for the same thing that there is now.

We don't do

it, and we haven't done it.

I

would

The best I can tell you is the proof

of the pudding is in the
We have had only one case
had a problem.

a contract

This was

with the old lottery before I

over.

it, and the lawyers told me I

' t cancel

as I started looking into

we

or contractor

a

I tried to cancel
Subsequently,

, we found out that he had contacts

with some people that weren't so nice.
contract and he took us to court

he

Then I cancel
not win

the
case.

We

are ahead on that one.
have on the

So I think on the amount of coverage
agents, for example, we do not finger
we do is get a detailed background

6-

a
on our on-

agents.

What
s

and on the smaller agents.
temporary license.

We automatically give them a

If their completed application indicates that

they have convictions in the past, then we will get a more
detailed breakdown.
Media relations.
the media.

I think you have to be open and frank

We respond to all calls, no matter how unfavorable

the situation is.

And the media in New York has gotten to

understand to know that we will respond to it.

'

Security is a major issue for every state.
will bring with it maximum costs.

Maximum security

I have touched on some of the

points as to how you handle your vendors.
On audits.

We do a lot of audits.

In an eight year period,

we have had five external audits by the controller of the state
of New York.

We have annual audits by Deloitte Haskins & Sells

which is a annual financial audit.
state of California.

You recommend that for the

That certainly is a good move.

They

also done four management audits and two administrative audits,
and I have my own internal auditing unit which has done 133
audits of various aspects of our lottery operation over the
eight years.
Security and audit staff consists of eight people.

My

security officer has either been a retired policeman, retired
F.B.I. or someone with that sort of background.
ASSEMBLYMAN ALATORRE:

Now is there anything that you have

written as to the background of say the head of security?
MR. QUINN:

Yes, I don't have it with me.

I have a job

description then when we provided it to civil service, we say we
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want somebody that

four or five years experience with police

departments.
In conclusion, Mr.

is a b

It depends on credibi

ss.

1

interference will sure

to destroy

to earn revenue for the state

The lottery j

It is not to determine

the money or how it is divided.

s

I have always managed to stay

out of that argument and

to

say well, go talk to your legislator.

All I do is earn

make sure I can account for it.
I would be happy, sir at this time to answer any que
you might have.
ASSEMBLYMAN RICHARD FLOYD:

Mr. Quinn, first congratulations

for a guy that has read, but not studied our initiative.

You

seem to have a fast grasp.
You purpose of being
advice to California.

is to

0

f

It is obvious that you

Mayor Cuomo in your earlier statements.

Is

rectly for
who

are

representing here?
MR. QUINN:

s

Yes, I am work for Governor Cuomo.

is

being paid for by the National Association of State
which has in its bylaws to ass

new states.

When

st

was made by the committee to appear •••
ASSEMBLYMAN FLOYD:
association.
MR. QUINN:

is no particular

st

It is just an assoc
The association itself.

I c

the visit with the president of the aBsociation be
here.
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, incidental
g out

ASSEMBLYMAN FLOYD
MR. QUINN:

Just

as

Yes, s

ASSEMBLYMAN FLOYD

s
s

York has any
MR. QUINN:

No, s

New

your

or

You mean

?

interest

what

happens •..
ASSEMBLYMAN FLOYD:

•

comes out

, we

You

s

rarely

ss

It

some

is very obvious the

lottery are not

interested in your

advising us.

association just wants to

And, this

lotteries throughout.

their only interest.

That's

wants to run a lottery

California has any

st •••

ASSEMBLYMAN ALATOR.RE:

Let me just interrupt.

the ones that invited

We are

his trip was paid

Association •••
ASSEMBLY~~

FLOYD:

,

I

don't care who paid.

I

just want

to ••.
ASSEMBLYMAN ALATORRE:
ASSEMBLYMAN FLOYD:
MR. QUINN:

But

We are the ones who invited him ••.
has a greater interest other than us?

me say, s

of Louisiana, I have

, I have appeared in the state

down

president of the as

the state of Florida, was

two

ending in March.

is not that lotteries,

you say the association, wants to

spread lotteries all over.

It is not

force lotteries

j

political entity that calls

our by

to go out and

that don't want them.
says we would like some
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It

But any

assistance in getting this set up, we want to help them because
if somewhere it goes down,
ASSEMBLYMAN FLOYD:
Gardena.
us.

hurts

I

of us

a

c

as

If you guys want to start draw poker

We'll send somebody out.

We'll

you

New

1

1 the

want.
MR. QUINN:

You have to see somebody else on that one.

I

don't handle draw poker.
ASSEMBLYMAN ALATORRE:

Are there any other que

Quinn, thank you very much.

? ••• Mr.

Mr. Charles Casey and Je

Greybill ••. Allen, maybe you want to introduce the peep
MR. ALLEN SUMNER:

Mr. Chairman and members, I am

Sumner from the Attorney General's Of

With me today is Pat

Casey who is chief of our bureau of organized crime
intelligence, Nancy Sweet who is a deputy in the criminal
division, and Jeff Greybi
section.

is a

Collectively I think

the
can answer most of

questions the committee will

se.

The sergeant just handed out our written response to
questions you sent us back

July.

I will just brie

summarize the highlights.
As to security, the
security measures within it.

lf does not
It

fers to the

appointed to adopt its own

is

initiative also requires the

to

days which is roughly the end of March.
measures in the initiative.

ssion once

135
You

no security

It has to be passed, the commission
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appointed by the Governor, and they must promulgate the
regulations.

, the director are

The commission members

not designated as

so

0

not have

access to confidential criminal his

records at either the

state or the local levels so the commission is not going to be
able to do its own internal checks.
It is exempted from the Administrative Procedures Act so that

•

be open to

any regulations they promulgate will not necess
public review and comment.

Outside law enforcement agencies

don't get to review and comment upon
Finally, due to a drafting problem some

as to what

provisions of the existing Penal Code would

to any abuses.

Now all of those problems could be cleaned up

legislation,

but it would have to be done on an urgency basis, presumably
implemented and given a chance to operate for
That in a nutshell is sort of the highl

135 days run.
of the security

problem.
ASSEMBLY~~N

ALATORRE:

Okay, Next ••• You are

that all of you came and you don't have
MR. SUMNER:
ASSEMBLY~~N

When you summon, we come
ALATORRE:

Maybe

to tell me
else to say?

mass.

want to comment on video

lottery terminals.
MR. SUMNER:

I will defer to Nancy Sweet.

briefly on Page 3 of the written analysis
MS. NANCY SWEET:

We are aware of

opinion which has concluded that the
would be prohibited by the initiative.
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We touch on that
to you.
slative Counsel's
terminals
is there are

lottery from

of some of

gambling.

It is

Penal

319

with

state

to

f

1

to

two

,
ss

However,
lot

s may

may

be al

i
that
are

cons

reasons,

AG

t want to

just wants to note
that

1.

s
to

I

s.

It seems

Counsel

s

of a
them

and

ssue
to

that

a

can

to reconci
to

't

ASSEMBLYMAN ALATORRE:
MS. SWEET:

In other

It's ambiguous.

would be intere

's unclear .•.
things that we

And one of

of

in is c

if we

can by some type of legislation, I
ASSEMBLYMAN ALATORRE:

What would be some of the legislative

remedies that you would seek out?
security.

concern is

You mentioned, obviously your

I am intere

the head of organized crime.

in

What

leman who is
would

c

you make to the Legislature?
MR. CHARLES CASEY:

Well, I think in reference to your
organized

question about preventing fraud, corruption

s

crime ••• In relation to the question you asked
the initiative

s not

It

11 out the

provide for checks and balances.

me that

It really

sn't

sn't provide for

oversight.
of reports to

It says that we are going to submit a

people are

various people, but it really doesn't say what
supposed to do with the reports they
relation to
con~ittee

and

rules and

has to establish

I
s that the

there is no

we could, I
before

guess were almost precluded from that,
they are written and tell
and sane manner.

I

the issue that

are

whether

another issue whi
regard to

r

peace officer

avla_re.

have that,

as you are
are not entit

3-

to

ls into this is
, the deputy

d

director, and appropriate staff as to
statu~

in a safe

r

If

don't

any of the

are

to re

on

agencies to

are going

to want to

or

rules

So

area

are

to have to

come to
see?

que

that

would

, how

much

to

can run

I

the
It seems

me

e

something

of
1

that you have

are

ss
as
to

versus 5?

MR
bus
one

%

undesirable.

But you can

it at any

again it depends on how

want.

want to

concerned you

are about the issue,
of some

or sets some rules,

it is pretty hard to say is that
I

ion,

s

it really promulgates a

Tax returns.

I think

or isn't it?

think that is a

to have.

I

think you have to make a decision again at some point in the
game.

't

f.'le

returns a

would

that be something that you would want to have as a prerequisite
for licensing.
license.

You don't submit your tax return, you don't get a

Or we don't

business

you or we

't approve

the contract.
Again those are

that we can't rea

to because

they might be provided, but I think that

that's

something that you might want to cons

s

would want to cons

some

think tha.t there are a number of states
through this

ss and

s

that we did not

gone
and

s and

successful they
that should be done.

been.

But I

You

't

s

are or how
one thing
1.

been i

Maybe the wheel has a

to
se states to

a

find out exactly

I

we

take

advantage of that.
MS. SWEET:

Can

I

add

do a survey on at
state.

But we

ing

?

and not

s

most of

One

we d

or not their

5-

adrnini

state
states

agencies
we
initiative,

won't

adrnini
be any

s and

a

our

on

?

we

MR

of

MS
the no de

now

s a

if you are

on the

rules and

s

if

MR.
was
cost to
the
problem
as

I

.

"',_,

getting the thing just going.
Can we get the people?

So the money is almost irrelevant.

I see that as an impossible drain on our

department without some help.

I don't think there is any way of

doing it.
MR. FLOYD:

Thank you Mr. Chairman.

versus the 1% interest
clarification.
we have a 1%.

Just to flush out the 5%

I think that needs a little

In the regulation of poker clubs in this state,
We took that from Nevada, I believe because we

discussed this on and on and on and the reasons thereof.
that's something that is very important.
big bucks.

I think

We are talking about

One percent of this package is big bucks whereas the

little guy with two low ball tables in the back of his joint, we
insist on 1% with him in this state.
Further, apparently you don't have the money, you are not
going to have the money.

Even if you did have the money, what

the hell could you do if this thing passed?

You have 135 days

that we are going to be selling tickets and 30 days in the
selection of the commissioners and all.

If you had the money,

you couldn't run a make and get any real details on anybody in 30
and 165 days the number of outlets.
MR. CASEY:

Could you?

That would be my opinion.

I don't think we

could.
MR. FLOYD:

Even if we •••

MR. CASEY:

If you gave us all the money and the people and

you hired them instantly to do everything that is supposed to
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done in 135 days so the first

could

, I don't think

could be accomplished.
MR. ALATORRE:
MR. CASEY:

How

the

states

I have no

I

ish

don't

?

they were

that kind of ...
MR. FLOYD:

Did they have an Attorney General involved

Was there some policing other than self

ing

it?
in the

other ones?
MR. CASEY:

In some cases, from what I understand, and I

don't have the thing on all of the states -- In some cases the
Attorney General is involved and some cases he is not.
cases it is a totally autonomous operation.

In some

They do whatever

they want, basically -- in some cases they don't.

But

varies

from state to state.
MR. FLOYD:

Do you

with the gentleman from New

that maybe less disclosure
better?

things work a

Disclosure, I understand has to do with skim

other interesting things

s

agree with him that probably
without all that room
MR. CASEY:

MR. FLOYD:

If I was

of a bus
could run a lot

could.
, but if
this

that total regard.
MR. CASEY:

eas

of paperwork and disclosures?

I am certain

meant it in that total

a few

Then I

8-

I am not sure
was •••
, I would meant it

MR. FLOYD:

Thank you, Mr. Chairman.

MR. ALATORRE:
much.

Is

Mr. Marguth,

MR. GILBERT MARGUTH:

anything else?

Okay, thank you very

of Education.
Mr. Chairman and members, my name is

Gib Marguth from the Department of Education, Deputy
Superintendent for Administration.

I am here today to represent

Superintendent Bill Honig who apologizes for not being here
personally to discuss

s issue with you.

We have a position, I suspect that isn't going to win us a
whole bunch of friends around the state of California, but it is
a position of neutrality.

Our reason for that is very simple.

We think that over the past two years, the Legislature and
Governor of the state of California have acted very responsibly
to begin the process of restoring the fiscal base for education
in California.

The people of California have said through their

elected officials that
system.

wnnt to rebuild the educational

They are willing to pay the price.

To that extent, the

people of California have increased educational funding
California by some 17% plus in the last two years alone.
What we are looking at here is a lottery that may bring in 2
or 3 percent additional funding for education.

If it is not

supplanted in some way, and when one looks at the overall
magnitude of the problem we have in continuing to move forward
towards a solidly financed educational system in California, we
are concerned that the voters of California are going to bel
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or mistake this lottery as a

seal needs of

to

California schools.
Therefore, we think

issue

the voters

be clearly stated as an issue as to whether or not
lottery in California.

And not whether or not they

to
want a

sh to fund

education in California.
Again, we are very concerned that this
the people as a solution to our

1 come across to

and

17% over the past t\vo years to 2 or 3 percent that we will gain

from this lottery, it does not even come close to approaching our
needs.

We have a long ways to go for California to get back to

the funding level that

should be at.

We want to make

that the Legislature, the Governor and the people of California
keep their focus on those issues.
Second, we are concerned that the question of supplanting is
one that can get into a

s

an

We don't

opinion as to whether or not supplanting or supplementing is
going to be what is accompli

with

that again there is the

for supplanting

is going to be very difficult
the Legislature and whoever e

us to oppose the Governor
is involved in the process if we

suspect that there is supplanting.

So again I think

energy should be focused on
the Governor and with the

But we are

our

to work with
of

s state to

education and to not get bogged down on an issue as to
not we solved our problems

a
-40-

or

A second issue, and it's one

is more subtle that we are

going to be concerning ourselves with in November and that is the
Jarvis Initiative.

We are concerned

California look at the

the people of

s Initiative, listen to our arguments

when we say that there is going to be a half billion dollars or
more lost of school revenues through the Jarvis one-time windfall
tax shift.

•

They will then say that we are going to offset that

by a half billion dollars from the

So we will cut our

taxes and we will get a windfall from the lottery and that will
offset it and there will be no net loss for schools.
Again, we want to be able to separate the issues and

the

people of California know that that half a billion dollars is
going to come out of our base and that you all and the Governor
are going to have to work to restore that if Jarvis IV passes.
And that this lottery is not intended to be supplanting money,
but supplemental.

So the issue gets clouded.

The people are

going to be looking at this in different ways and we just want to
make sure that from the Superintendent's perspective, it is not
an issue on education.

It is an issue on whether or not the

people of California want to have a lottery.
MR. ALATORRE:

Have you surveyed any of the other school

districts or states that have a lottery as to whether in fact the
monies that have been earmarked for education has been in
addition to what is appropriated or whether it has been used to
supplant monies?
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MR. MARGUTH:

The answer that we have received and the

questions that we have asked of
asked most of them to

other states and we have

us

on

information we have so far is that there is no clear net
education.

No net clear gain.

MR. ALATORRE:
MR.

~~RGUTH:

How so?
As the representative from New York indicated

to you when they passed the lottery, they
supplemental.

to

But clearly, just one year later, they said okay

we were going to put $5 billion into the base funding for
education and $4.5 is going to come from the General Fund.
is the process that is taking place

most states.

This

initiative, we recognize, has language in it which says that it
shall not be supplanted, that it shall be supplemental.

If we

had any guarantee that that was absolutely the case, then we
might have a little different
If we believe that

on this issue.

state and the

Governor could treat this

same as

slature and
treat

bingo game that is used to

football team or

uniforms or whatever it might

We might have a little

1

different perspective, but we don't have any absolute guarantees
that it will be supplemental.

And again, 2 percent, 3 percent of

the funding for education is
flexibility that you are

to identify when you have
at
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decade in California as

We have no consistency over the

to school finance, welfare finance, state employees, salaries or
anything.

Last year we

5.9 revenue 1

we gave 10% increase to the state employees.
given 10% to schools?

for

2,

Should we have

And could we then therefore argue that

this was supplanted, if we had the lottery

place?

We think that there are lots of issues involved here that are

•

not educational in nature

we just hope that when the

people vote on this that they do not bel

that this is solving

the educational needs of the state of California from a financial
standpoint.

It is a relatively small incremental amount of money

that is going to come into education, if it is allowed to be
supplemental.
MR. ALATORRE:

Now is this the position of the Superintendent

or is this the position of the State Board of Education?
MR. MARGUTH:

This is the

MR. PARKE TERRY:

ition of the Superintendent.

Mr. Marguth, I have a couple of questions.

One of them relates to whether

earmarking of the money for

instructional purposes correlates with the educational needs that
you have identified in the department.
priority at this point?

Is that the highest

Or is there a justification for using

some of those funds for capital outlay purposes?
MR. MARGUTH:

We interpret

language to say that t.he

Controller will cut a paycheck, if you would, and send to every
school kid in California about $100, if
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look at the language,

each year from the proceeds of
used for instructional

the school.

That can be

for teacher salary,
for the base funding for
is fairly clear.
MR. TERRY:

Don't you think there is a supplanting problem

there also and that the

1 school district could take money

that would have been al

ses

use

that money for capital outlay?
MR. MARGUTH:

There is that possibility.

possibility as was sugge

There is also the

for New York state that

state Legislature and the Governor could view
source of revenue.

s as another

We would be opposed to

the language is clear in here.

, obviously, if

We would be arguing that you

ought not to supplant and we would be
forcefully.

But, it is

highest priority and it

to

Is there a

is

very difficult to

question as to whether or not
MR. TERRY:

argument

down to a

is a

sue.

so

school

don't use that money to supplant normal funds that would
available for instructiona

?

Could the

of

Education enforce that kind of .••
MR. MARGUTH:
district issue.

We don't
We think

is a
is rea

There really aren't any

a state

1 issue.
1
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can

supplant.
another.

Every dollar they get we

to them, in one form or

We either tell the counties to cut

a check and

send them money or we take it out of the General Fund and send it
to them.
MR. TERRY:

This money is going to be sent directly to those

districts by the State Controller and it is not going to be
through the Department of Education.
MR. MARGUTH:

That is correct.

And so long as that

goes to the schools in the state of California, and we can ignore
that in Sacramento, in our budget process, if we can ignore that,
and continue to build $1 billion or $1.2 or $1.3 billion each
year under the educational base, then
MR. TERRY:

Okay, thank you.

MR. ALATORRE:
MS. TANNER:

11 not be supplanted.

Okay, thank you very much.

Ms. Tanner?

Mr. Marguth, does the Superintendent or the

Board intend to actively oppose the proposition?
MR. MARGUTH:

No.

we dcn't believe that

As I state, we are neutral on this because
is an

issue, per se.

It

a question of whether the people of California wish to have a
lottery.

And the Superintendent does not wish to express an

opinion as to how he is going to vote on this issue as to whether
he wants a lottery or not.

He does not believe it impacts the

school from the standpoint of educational issues, either from a
financial standpoint •••
MS. TANNER:

Or an ethical or
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issue •••

MR. MARGUTH:

, we are all going to have

Ethically and mora

our own consciences to vote on that as will the Superintendent.
He has ethical opinions on

He has moral

his concern is building an educati

on it.

institution

Ca

But

fornia

and he wants to keep the focus on doing it the way it ought to
done.
MS. TANNER:

So if you are concerned about money, poss

supplanting, the money

would

to

you don't take any active opposition to the proposition,

if

no one else in education actively opposes this proposition
likely would pass.

Under the circumstances, don't you

1

have an obligation to take a stand?
MR. MARGUTH:

Well, we have a difficult situation.

Let's

suppose that next year we are able to convince you all to give us
$1.4 billion additional funding for K-12 education.
suppose that you look at

Let's

initiative and you figure you

give $400 million from the lottery and $1 billion from General
Funds.

We got our $1.4 bill

what we wanted to accoroplish

We can continue to focus on
education.

that we said we needed for that year.

We had our funding

So we have a hard

coming back and saying that we are that concerned about the
supplanting or the supplementing issue.
But what we are concerned with is that people ought not to
lose sight of the need for you to come back and
is what we need.

You can get the money
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$1.4 bi

v1here ever

as a supplemental amount of

choose, and if you choose to treat
money, then we may get $1.8

next year.

11

to us, then we can't rea

need $1.4 and that is what you
complain about it.

But if we say we

It isn't a moral issue from our s

If you •..
MS. TANNER:

Is that

passing

buck or someth

(laughter) inaudible
MR. ALATORRE:
Gib?

It's being neutral.

Thank you very much.
MR. JOHN BABICH:

Mr. Chairman, members.

brief remarks I would 1

else,

Mr.
John Babich from

s and I have some relatively

the Department of General

•

Is there

concerning the contract

to

provisions of the initiative.
I would like to preface my remarks with a comm.ent that under
the Fadem Initiative the role

the state control agenc

which would include General

s, has been directly

the lottery commission, created

the

granted the commission extends to

tiative.

s,
to

The power

1 areas that normally are

accomplished by the Department of General Services or under the
auspices of the Department, which would include procurement,
construction, and contracts for services and consultant services.
This means that the lottery would not be required to use the
professional purchasing services of the Department's Office of
Procurement for the purchase of

s and equipment, including

the purchase of such items as simply as vehicles.

7-

They would not

be required to use

of

s of

of

State

for construction contracts.
the services of of

required to use

of

of

and

leases for office bui

WOU

not

office of real estate

the professional services of
acquisition of real property.

s wou

Contracts for services
be subject to review

a

not

of

Services Legal Office

is

Legislature expressed as recent
authored by Senator Pre

intent of

to

bi

as 1982

s

and As

In summary, given
Services would not have any

the lottery

the act unless the lottery
an as needed basis.

the Department's

The

no

s on

or

aut.hority over their
construction contractf;.

s

contrast to the intent of

that state

agencies be subject to

s of our

its role as the state's

agency, as well as

its role as a state control
We have been asked

you to provide a

the state contract review

ss.

professional and consulting

Our
contracts

the selection methods as

contract as well as
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of

for terms consistent
are
Contracts

00 to $150,000 must
Contracts
by the Director of

must be
'l'here is a so

process for profes

contracts involving engineering
at $5

0 or more.

one

to General Services

Director's

is in the area of

consulting contracts for EDP services.
delegated to
part of
determine

1

ss

Review of

of Procurement EDP

staff

As

, they also review the sole
or not limited bidding or no

s

justi
vie feel

contract review
insuri

s

the contracts

tate's interests are
with the requirement
use state
at
o

commodities and
1

graft
In ansvJer

ing agency

s
ze

lusion.
question as to whether
be required for

lottery

s

and whether such contracts for
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of

agency, we can
ss,
e

to

state

Necess
of

contract

under the

It.

contracts
out
the lottery ini
te

centrali
bidders lists

of

sts
In

area, there
ss Procurement

to

1

'"''"'""'''..._ssion, is
the stab?s of
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seeks

in other lottery state

In

lottery is treat.ed

those

to use the

s

well as being

f

ect

state control agenc

s

red remarks on

s

re!":pond to any que

would

me, would this

I

or limited force account
wages?

would set up a state

An entity, yes.
Yet,
rements

sorts,

A commiss

wouldn't have to
state entities •••
is correct.

It

There is a .••

and

is no oversight by

MS

is a paragraph
of awarding contracts to

ta
source

account besides price de

takes

makes it possible to
for making an award
neces

to

lowest responsible
coro.mission?

MR

Yes.

No appeal process.
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to
doesn'

's also

s
At
in

s correct.

s 1

any other state

That's correct.
MR.

one quick que
must start a game within 135

is

sure and if
s procedure, is
s to begin
it
1 your

to that portion of
relations and contracts
background
va

of a contra
requ

we normal
j

the
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s

s

al

a

even

and
Yes

a

For example, our

or a
$5,000 so we

And

because there is no

at

strative flexibi

a

the initiative

is

the

on

ies to all purchases

dollar
Okay.
I

named after
Cali

Mr

Fadern.

think you just get Mr. Fa

like to make while I

comment
the state

Thank you very

a would be very happy to

i

J am appearing

Better Education and I
5,000

are

Cali
, we have

As a courte
eas

for you to

out

is
by county
Correct.
with some
been rai
feel s

Barry Fadem.

start

I

and obviously
11 try to address as

today.
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of

as I

ifornia

as we
we

st lottery

we were

and

scuss

e

1 and

rectors

17 states
one

we continued to ask

over aga

changes would you
you address

We've
ate

d

s

an opportunity here

a

For example, you heard Mr.

if

11

WI

he would prefer not
that from other state

s

a

corr~ission

even

.

was

amount of
states.
from the
comment

ss we don't have to recreate

,

is a

17 states,
1

A

is a
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from

any

ifornia state

f

state.

is to raise
an

es

se

As a
is

than to a

s
on us

That
provis

initiat

s

the lottery

ss

I

s

an part of
the commiss

potential
what it is

to do --which is to

state of

and have that money to go

One of the thingfl we had to familiarize curse
t.he other states is what changes they made

accommodate

need

the lottery to

ss --

a money generating entity.
The

we

the need to e
1

was

been
have

sh public confidence
because of some
lotteries

re

people of the state

the other states want to know that
is

to

If

collect

If they lose

is also

a good purpose.

con

of a
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But

important

real

out
of

COI!'JT!.ents

thPy were

not

I have also
lPngth of our
single point,
several hundred that

may

ended

approximately a 50

we

to do in this
17 states es

At

same
ll
i

, allowing the commiss
to

ster and supervise

as

I

think as we

s
seems to
ss
is

1

some concern
to remind

Governor and
11 not

that a
concern

ssed over today
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s

s

a
s

135

systems

s

A

135

done

11

But

a maj
s.

,

't

I

MR

I

11

to

5
I

want to go

I

I

to

s

13

a

s

We

most

We th
$2
30

same

7-

for

s even

to

you are
true that you
and isn't
don't

to

Let me answer the 30
are two reasons for

30 day.

Governor's

n0\\7

to tell
You are correct

I
I

--

they are already
We are confident
and a

sed

f

wants to "<V'ait

vote

feel free
is
is.

First of
governors)

make.

You are ta

here.

We see no

and we
We see no
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s

to

MR.

some

You
no
i

(1

bet your damn li

s

But that's all
more

You re a 1

some of us maybe.
M.R

I

happens if after 30
a se

not

?

MR. FADEM:

1, I know there are

My c:ms'\ver to that

s

is that we do not

a

's all fine, but what
s someone could
Governor to

appointment.

a

to

st

But
sn'

corolPent very quickly on
11 compl

of

0

talking to
number
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1

The same

the 135

1

?

states
is

slative Ana
heard their
we feel that
western states
on the

our

numbers

I

-ours is 1.7 - I
I

am not sure I
on 40%.

4 s:

As

of the other states

0.

amount annual

to

on in a litt

am

s on the average are
if we
some of these

Fe

were

have

tate of Pennsylvania

$1.2

is twice as
we could have said
I

we are all very much
out

e

the

s

enactment

$50

,
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Based on that, and based on $1

can

11

everybody's ballpark, I
wou

assumption?
that if the Legis

who I

conservative, comes

sure I cou

That $1 billion is much too low.
Ilion is much too low.

•

b

0

at $1.6, I am not

But if

were $J

llion for admini

?

t as is $35 million out of

marketing.

Let's talk about the adminis
Yes

of

17

let's talk about the admini

a cap

o~

administrative

a cap on there or do we
Cali

, basically give the

s.

We

state of
a blank

f you don't put a cnp, then
·iust
_i
on a conservative guess,
11

f

have $160 million.

cou

That's not a

Well, a business that is
sses

like to operate with that

Including any business, of course.
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of a

are a

When you

We

3

is what
It 1 s

13%.

We

a

3% for

for

i

education.
Because the money that
1

1

if we

s

every cent of

, which in this case i
to make sure that expenses

not

of California were not

s

administrat.ive

s

would go to 20-25

we

0%

as a percentage of the
come under the $160

Based on a $1

1

1

55 to look good.

$130?
the di
1
1

t

bel

I
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, continue.

MR

wanted to comment on
comment I

to my earlit=>r

to

example, over half of

states do

It was described

of an

as

that

s

New York and Penn

just not

is

both New York and

e states
What is

are among

exemptions in the area of
reason for this

procurement

we are not dealing with an
state

are

some of the

state

with a
, in enacting
ect to publ
overs

overs

by

Governor who appoints
ir rules and
reflect existing state
we wanted to

was

on

ssion to exercise
in, for example,
s

system.
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s

or

there was one
is

not,
state

'"'"""'"'-'-s s i

existing state
was to

1

on

l

first
response to sol
such contracts to
a
f
,

t

revenues.
Le

example.
contract about four weeks

a lottery than j
a
11

a

I

s

11
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s

1

one

of

f

s

me
or

contract

s
disclosur~::

this

to order 20
1

a

o answer

I

would have to

commission in
also have the ability, I
dollar figure.

contraC'ts
1

that kind

I

is

f s

course it helps not to have
Law

if

are

contrary to statute.
raised
sed

I

, that

not_ed

am not
is

I

le
regu

wastes

"Battle over
Mr.

I

vve

possible not to
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ss

ss
se
reason
a

to
comment on •••

I

In
se of "
I

Well, so

, whether

sa

and the

s

n:oason

s

it's a bus

ss

ssion is

ect

state

Act

17 states illho
of

a

ou
the term "

One of the
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gotten from some of the other states is, "Boy, that's a tough
law."
You have forced disclosure, other states are moving in that
direction, but the provisions that we have in here to protect the
integrity of the lottery we think will withstand scrutiny.
I would like to comment on some of the Attorney General's
Office concern about the lack of specific regulations in here
concerning security.

I would like to point out that I think we

are the only state that will have this provision.

That is why we

have provided for a deputy director for security in Section .38
who is directed to confer with the Attorney General to insure
integrity, security, honesty and fairness in the operation and
the administration of the lottery.
The other thing I will tell you is that I would be more th.::m
happy to provide the Attorney General's Office ••• I have read
every state law and I have read all the rules and regulations.

I

would be more than happy to give them a synopsis of rules and
regul~tions

as adopted by the other states.

We don't have to recreate the wheel and I think the number of
provisions we have here concerning security and reporting of
exactly what is going on in the commission -- the independent
audits -- I think they will be pleased with the results.
One other issue that has been brought up.

There have been a

number of other issues, but let me conunent on the video lottery.
That seems to have caused some concern.
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Let me tell you what the

intent of the initiative was and is.
commiss

We wanted to give the

maximum flexibility to select any and all games that
to

in

st and

like to

operate.
For example, we don't know what type of lottery games may be
developed in the future.

We had no desires to tie the hands of

commission to any specific game.

I vlill reference you to

that does that.

What I would like to

quickly do is just read you one sentence that is contained in the
ballot argument that will be in the Voter Pamphlet which will be
obviously going to every registered voter:
... "The lottery commission has the flexibility to conduct a
of

games using any technology, including

traditional tickets, on-line computers, and instant game video
tern1inals (which can't dispense cash or have fruit symbols like a
slot machine)" ••.
Th2t is the intent of the initiative and I must object to the
Legis

Counsel opinion because the rule of statutory

construction re

upon in that case, while I agree upon

of statutory construction, is implied improperly and vie
cou

spend quite a bit of time arguing on that.
Let me just

you attention to three provisions as the

AG's Office noted that
sentence as
II

1 be

wouldn't make very much sense to have a
in .28c which makes a specific reference to

to players from such computer terminals or
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devices."

We also in .2 establish a general exception "except

for the state operated lotteries established by this chapter."
Lastly, a section which no one seems to either have read or paid
much attention to-- I wilJ direct you attention to .70 Lawful
Activity:
"Any other state or local law providing any penalty,
disability, restriction, or prohibition for the possession,
manufacture, transportation, distribution, advertising, or sale
of any lottery tickets or shares shall not apply to the tickets
or shares of the California State Lottery."
The other comment 1 would make on the video lottery issue is

•

that Legislative Counsel looked at Section .6.

Those Penal Code

Sections 320 (the ones that are included there) alJ apply
specifically to penal matters affecting lottery.

We group those

all into one section and then in the other areas that I have
pointed to you clearly cover the ability of the video lottery to
be permitted.

So if there is any question after today, at least

as to whot the intent of this initiative clearly contemplates
qiving the commission completes flexibility to choose any and all
games based on their review.
For example, 1 am aware now that the state of Illinois is the
first state t.hat is currently testing video lotteries and whether
or not that will be successful or not -- we don't know.

Video

lotteries may not even be an issue in three years where there may
be types of lottery games that are developed.
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Again, our intent

was to give the maximum flexibility to the commission to make
that decis

I

s my

cone

I

1 comments.

't

I

have responded to the number of questions raised.

cover as many as

I

if

tried to

as possible, but I would be more than happy

to answer any other specific ones.
MR. ALATORRE:

No.

I

think obviously

concern that has
You

open to the Open Meeting Act.
are not subject to OAL review

are

The question that your regulations
those are some of the issues

that obviously E're of concern to this committee.
ques

Any other

?
MR.

I would like to add a couple of things.

In the

first place, Mr. Fadem, you are to be congratulated for putting
g on the

t

ac;o.

ot

s Legislature should have done some

In my own vie\v maybe we would have done it

dif

I oppose the measure onlj' :because I think it's a
thing on

But I can

education thing.

rantee

suckers
to
pro-gambl

J don't like the earmarking.

that on March 22, I will be one of the
And before you leave, I would like to

, in a related matter, down the line.
man on

s committee

I am a

a winner tc

me.
MR.

Let me

this -- are

ring to become •.. (laughter)
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putting your hat

MR. FLOYD:

It's a hell of a pay increase for me.

MR. FADEM:

Thank you very much.

MR. ALATORRE:

Okay, Nancy Jenkins.

MS. NANCY JENKINS:
Jenkins.

(laughter)

Mr. Chairman, committee, my name is Nancy

I am representing the California State PTA.

Apologies

from Grace Foster who was to be here and could not make her
commitment and asked me to serve.
I am t.he education advocate, a volunteer for PTA representing
their viewpoint from Sacramento on various educational issues.
We feel this is definitely an education issue the way the
initiative is written.

Anything that impacts upon education or

the state's fiscal well-being, we have definite obligations to be
concerned with how it turns out and how it is written.
We vvould question as has been done many times here before
today, Section 8880.1 because that is where the intent language
is and we question if the intent language -- to not supplant the
monies going from this fund to education -- is really going to
hold up under operation.

Will it, in fact, end up as perhaps has

happened with the Riley Act of many years ago where sales taxes
were looked at as perhaps funding education and obviously have
been put into the General Fund of the state in order to fund the
se~vices

that the state does fund through its mechanism?

We were interested in listening to the language that people
have been speculating on.

That is a grave concern to us.

We

also feel there is some serious problems regarding the use of the
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resources by the school districts themselves.

At first glance we

felt that the wording in the initiative was very good.
they must be

exclusively for the

of

It said
ls, but

then if you read further it says no funds may be used for the
acquisition of real property or construction of facilities.

This

negates the local districto ability to answer one of the most
distressing and pressing needs that this Legislature has been
unable to answer because of the tremendous

seal commitment that

it would take and that is the construction of new facilities as
well as renovation of unsafe facilities that are perhaps even
lacking in earthquake prevention or earthquake proof.
So we feel that it is ironic that on the same ballot we will
have a state capital bond outlay initiative and we fear that if
the voters think they are taking care of education with the
lottery initiative, that we chance having
voted down.

bond initiative

Therefore we are back to Square One with over

crowded classrooms and unsafe facilities that is prevalent
throughout the state, J.et alone the deferred maintenance
problems.
We also hope desperately that the funds, as they are used by
local school districts for the instructional purposes because
they are going to be subject to collective bargaining, will not
be used to a degree that if something happens to cause the monies
in from the lottery to fluctuate.

Or heaven forbid if

California, first getting the lottery off the ground, should
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up with a New York type problem where the Legislature and the
Governor had to say the lottery could not be in effect -- a
concern that districts may have obligated themselves with monies
that would not be coming through then each year and they would be
giving not one-time expenditures of these funds, but on-going
expenditures in the way of salary and fringe benefits.
I don't know thAt t.here is anything that you could do to

•

address this, but it is a concern to us that the monies that do
come to schools be looked at with a great deal of discretion in
the first years if this does pass.

There may be tremendous

fluctuations.
We also think it's going to be unique to find school
districts -- the state promoting gambling because they have
committed resources to on-going commitments such as the salRry
and fringe benefits under contract.

What. would be the answer if

the f:!.uctuation became too great, or if you did have a problem
and had to curtail the lottery until any problems could be worked
out?
We find that there are some other problems tha.t we would like
to

se~

addressed that are down the line.

Particularly, if you

look at placement of these lottery games and particularly as we
learn that most often they may become, as time goes on, the
attractive video game type of lottery.

Most of these games will

be placed in convenient shopping centers, your small drug stores,
liquor stores, morn and pop grocery stores.
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Supervision is often

very difficult for the owner of a small store.
one person on duty at a time.

There may be only

We have already experienced in PTA

severe problems with our concern in

amount of

that the young people spend playing the

and money

games.

This is

going to require that closer supervision be given because the
young person could be playing the video lottery game, not be 18.
We also know how the system works among young people where if
want to obtain something that they are not of

to obtain,

there are many friends and many ways that they can go about to do
this.
We feel this is going to entail perhaps more local
involvement of the police force or the sheri

the community

perhaps more scrutiny given to where the games are placed
beccmse this viill the impact on the activities of young people.
We feel that there will be an attractive nuisance value in the
fact: that the places may have sums of money on hand if they are
the instant pay kind of game that is uti

Therefore that

vlill also impact on the needs of local law enforcement.
Finally, we would like to say that we are concerned that the
commission itself do a great deal of screening.
this discussed by several people here today.
concerns that whoever does come into

We have heard

We can only add our

s state, whoever does get

the contracts to run the lottery, would be so reputable that the
funds for education consists of what is

ing used to convince

people that they should vote for this would not be cut c
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because something drastic has happened to the whole lottery game
system or that there were any chance of the funds being curtailed
in any way.
Obviously, our gravest concern is the fact that it is a $12
billion business for K-12 education only.

If you include all of

the other levels of education that this Legislature has been
funding, it is a tremendous amount of money even

•

abov~

that.

We are concerned that the people, Legislature, the Governor
who have finally come to recognizing that they have a unique
system in this state since Prop. 13.

That the State Legislature

does indeed fund 90% or 95% of education.
We'll be djluted into thinking that the lottery solved the
problem of the on-going stable funding sources we most
desperately need to have for education.
for our concern.
them.

That is the real basis

If you have questions, I will try to answer

We appreciate your time.

MR. ALATORRE:

You're quite welcome.

Thc:mk you very much.

The last witness is Mr. Trevor Thatcher.
MR. TREVOR THATCHER:

Mr. Chairman, members of the committee,

my name is Trevor Thatcher.

I am the director of the Games

Management, Inc. and the director of the Vernons Organization in
Liverpool, UK.

I am accompanied by Mr. Edwin Cobley.

Mr. Chairman, let me start with my company's credentials.
Games Management, Inc. is a New York based company associated
with the Vernons Organization of Liverpool in the United
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which has promoted and operated sports pools and lotteries for
nt:arly 60 years.
Vernons have operated more
Kingdom for local authorities,
organizations.

s

100

United

s and sporting

In the last 10 years we have set up soccer sports

pools and lotto in Australia of which we continue to be
responsible under conditions similar to full

ilities

management arrangements.
In 1978, Games Management, won a full facilities management
cor..tract with the New York State Lottery

marketing and

operation of lotto, the first successful lotto game in the United
States.
The penalty for being last to speak

usually the

subject has been well covered by previous speakers.
summarize the written testimony that we

I intend to

submitted to the

committee.
The first point I would like to make is
believe that the lottery initiative has
the vast amount

public

which is

we firmly
fitted from
the huge

lotto prizes paid to lotto winners.
IJotto is
States today.

fastest growing lotto game played in the United
Californians will wi

just as good as any played elsewhere.
minds the public will be voting for
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lottery to be
we believe in their

To be successful, it is important to give the public what
they want.

We have concerned ourselves mostly with the question

of revenues which the lottery will generate.

With regard to

this, we had to assume what form the lottery will take, what
types of games will be played.

However, we believe that the only

practicable game to start with to an early date and in the short
time available is an instant game to be followed within 12 months
by the introduction of a lotto game.
In our assessment to revenue potential, we assume this will
be the case.

We have taken into account the experience of

recently introduced instant games and lotto games in the United
States.

Here I make the same point as the first speaker.

Instant games generally start up with extremely high sales
levels, but soon show declining sales patterns, eventually
finding a lower level, but still filling a substantial niche in
the lottery games mix.
Other states have been more successful that Arizona, but
based en the first year in Arizona with instant ticket games,
California could expect more than $1 billion to be generated in
first year sales.

This could prove to be a very cautious

estimate when we look at Colorado sales of $72 per capita in the
first full year.

However, as I indicated earlier, sales of

instant tickets ehow a declining pattern after the initial surge
of interest.
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Arizona sales were down
second year.

36% from

st

to the

This pattern is typical throughout the world

wherever

s are

happened not

the

States,

and in

the United Kingdom.

If this pattern is

lowed in California,

sales of instant
mill

games would

in the second year

to

$600

down to $700
third year

11

a1

11

A previous speaker doubted that
maintained.

It has

and

We believe it can.

revenues can be

Evidence from

~round

indicates that a strong mArketing approach
of new games can not only sustain
period of time.

I

introduction
them over a

I

made

s, but
ted St.ates, but

there is overwhelming evidence not
worldwide, t.hat

as
revenue earner.

potential to be the
With its big regular weekly
jackpot lotto

zes

occaflional huge

s the lotto

worldwide

the world

erest,

, attracts

creates

for continued

growth.

Ne do, there

that a

, strongly

be introduced as soon as
with a second
We have ba

a
a

our
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12 months

2 month period.

a

for lotto on

lotto game

s as

What does this mean for public education?

To calculate for

that purpose, we have assumed that 12% -- and it could be much
less --will be the maximum necesRary to cover agent's
commissions, contractors fees, and administrative costs.

If 50%

is allocated for prizes, net revenues will be 38% of sales.
We gave no regard to unclaimed or unpaid prizes.

On this

basis, first year sales could generate $418 million in revenue,

•

$456 million in the second year, and $608 million in the third
year.
Setting up and implementing a lottery from scratrh is never a
simple matter.

•

In a state the size of California, it will be a

major undertaking, especially if it is to get off to a good
staxt.
In the proposed act, there is a requirement to start sales
not later than 135 days after the effective date of the proposed
act.

It is the commission's responsibility to determine which

type of lottery wil.l he introduced.
It would take some time for the administration to be settled
jn

and the additional time to issue invitations to bid, receive

responses to those invitations, and process them so that
ccmtracts may be awarded for services required ry the lottery.
There could be very little time left even to start an instant
lottery, which for instance would require the selection,
recruitment and training of up to 8,000 agents to give wide
access to the playing public across the state.
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The proposed act also specifies that as close to
projected sales as practicable should
the

year or so

great a figure.

of

spent on marketing for

We be

i

s

be in the region of $1 billion, which
be spent on marketing.

3~%

will

$35 million to

Our experience indicates this to be too

In our v.rri tten testimony, we have suggested a

form of words \vhich may be more appropriate.
In our

testimony, we

several

areas

where the language of the initiative is unclPar or where minor
changes would benef1·t the lottery which I don't propose to make
now except for one.
Here I would like to refer to the concern

security.

believe that any lottery should have

We

of

legislation against players claiming to have winning tickets
where the tickets are not winners in accordance

the lottery

rules.
The proposed act does not have speci

sions insulating

the state and others connected

of the lottery

from claims brought by disappointed or

p

have suggested wording which could very we

We
to the

proposed act.•
I would 1

thank

committee

today and hope our testimony has been

me to be here
lpful and it will cro

someway towards answering some of the que
asked.
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have been

MR. ALATORRE:
MR. FLOYD:

Thank you very much Mr. Thatcher.

Yes.

I just have a couple of questions based on ••• if

you have the analysis that our staff has prepared and a list of
questions.

If I can direct you to Question 16 under Lottery Game

Retailers.

The first part of the question is not yours, but with

an organization having such wide background, the question on the
statutory population outlet ratio on the oversaturation situation
I thjnk that question comes from the same source that we have
on oversaturation of retail liquor stores and stuff like that iP
some of our communities.

Do you have some sort of ballpark

situation on that?
MR. THATCHER:

Our experience shows that identity of agents

to population is in the region of 1 sales agent per 3,000 head of
population -- to give the necessary access and
lottery sales.

availabili~y

to

We would recommend the number of agents to be of

that order for instant ticket games.

I wouldn't recommend that

it is necessary for the statutory requirements to be in place,

the commissioners themselves would exercise controls.
MR. FLOYD:

I guess you covered the only other question I had

and that is the stability -- as long as we are funding an
educational purpose here.

But in continuing, you mentioned that

unless there are new games and this type of thing, a!> I
understood it, you think that figure will not be stable through a
period of time, or it needs this type of thing to maintajn its
stability.
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MR. THATCHER:

Yes.

Lotteries do need maintenance.

But the

experience around the world is that they can be a reliable fund
provider.

It does require maintenance, change of games where,

for example the instant lottery games that we mentioned earlier
do provide very large sales initially.

We

recorr~ended

the

introduction of lotto because we find that lotto is a game that
provides for continuing and improving sales, usually more than by
the level of inflation.
MR. FLOYD:
~IR.

That's all I have.

ALATORRE:

Okay, Thank you very much Mr. Thatcher.

This

concludes the hearing of the Governmental Organization Committee.
I

want to ·thank everybody that came here to testify.

going to be before the voters of the state of
November and which ever way
aye or

again~t

the measure.

This is

Californi~

in

the voters ultimately vote either
I am sure that there are going to be

many questions that are going to

re~ain

unsolved.

I thank you very much for attending the hearing.
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THE FADEM LOTTERY INITIATIVE
Analysis & Comments

•

Prepared by the Staff of the
Assembly Committee on Governmental Organization
RICHARD ALATORRE, Chairman
Parke D. Terry
James R. Tucker
Principal Consultants
Karen Yamamoto
Committee Secretary

August 1984

•

INTRODUCTION

The Fadem Lottery Initiative, Proposition 37 on the November
ballot, proposes to establish a state operated lottery in
California with net revenues allocated to public education.
This analysis, prepared by the committee staff, examines the
initiative in detail. Particular attention is paid to how the
proposed lottery would operate, the kinds of lottery games that
would be permitted, security safeguards, and the way moneys
raised would be allocated to educational institutions in the
state. Staff has also attempted to identify any potential
drafting deficiencies and to raise technical problems which the
Legislature may wish to correct in "trailer" legislation if the
initiative is approved by the voters.
Intentionally omitted from this analysis is any discussion of
the social consequences of lotteries, a subject which has been
addressed amply, if inconclusively, in other studies.
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liHAT THE INITIATIVE DOES

The Fadem Lottery Initiative proposes to amend the State
Constitution to authorize establishment of a California State
Lottery and to add extensive new statutory law setting forth
details of how the lottery would be operated and how revenues
would be distributed.
Constitutional Amendment
The constitutional amendment adds two new provisions to
Section 19 of Article IV, which currently contains a general
prohibition against the Legislature authorizing lotteries of
kind.
A new subdivision (d) is added which would authorize the
establishment of a "California State Lottery."

•

A new subdivision (e) is added to prohibit the Legislature
from authorizing, and requiring the Legislature to prohibit,
casinos of the type currently operating in Nevada and New

SEC 19.
(a)
The Legislature has no
power to authorize lotteries and shall
prohibit the sale of lottery tickets in
the State.
(b)
The Legislature may provide
for the regulation of horse races and
horse race meetings and wagering on the
results.
(c)
Notwithstanding subdivision
(a) the Legislature by statute may authorize
cities and counties to provide for bingo
games, but only for charitable purposes.
(d)
Notwithstanding subdivision
(a) , there is authorized the establishment
of a California State Lottery.
(e)
The Legislature has no power
to authorize, and shall prohibit casinos
of the type currently operating in Nevada
and New Jersey.
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Statutory Provisions

The statutory portion of the initiative adds a new Chapter
12.5 (commencing with Section 8880) to the Government Code, to be
known and cited as the "California State Lottery Act of 1984."
The act is detailed and provides, among other things, for the
creation of a California State Lottery CoiT~ission and the
allocation of net revenues from the sale of lottery tickets to
instructional programs in grades K-12, community colleges, the
California State University and Colleges, and the University of
California.
Purpose and Intent. The purpose of the act is to provide
additional monies to benefit education without the imposition of
additional or increased taxes.
It is further intended that
lottery revenues supplement the total amount of money allocated
for public education in California.
(§8880.1).
Nothing in the act is intended to repeal or modify existing
laws prohibiting other forms of gambling (§8880.2) and no state
funds, except for a temporary start-up loan, are to be expended
by the Commission (§8880.3).
Allocation of Revenues. The act requires that 50 percent of
the total annual revenues of the lottery shall be paid as prizes
and that not less than 34 percent of the total revenues shall be
allocated to benefit public education. Not more than 16 percer:t
of the total revenues may be used for overhead expenses.
(§8880.4).
The State Controller would be required to periodically
distribute net revenues from the sale of lottery tickets for
public education, as follows, in equal per capita amounts:
(a)
To school districts serving
grades K-12, allocated on the basis
of average daily attendance.
(b)
To community college districts,
allocated on the basis of average
daily attendance.
(c)
To be Board of Trustees of the
California State University and Colleges,
allocated on the basis of equivalent
full-time enrollment.
(d)
To the Regents of the University
of California, allocated on the basis
of equivalent full-time enrollment.
(§8880.5).
The act further expresses the intent that lottery revenues be
used exclusively for instructional purposes (§8880.5).
-4-

Exemption from Anti-lottery Statutes.
Lottery would be exempt from anti-lottery
the Penal Code which, in brief, make
a
contrive, prepare, or conduct a lottery drawing;
ckets or
(c) aid or assist
o
ce or advertise a
or permit the use of
vessel for the
of a lottery.
(§8880.6).
Legislative Counsel has indicated, however, that the
initiative would not exempt the lottery from other
Penal Code regulating gaming,
among other
, prohibits the possess
machines
simi
devices that
a
the deposit
a coin on the basis of
Consequently, Legis
Counsel is of
lottery
ls (VLT's) would not
allowed.
(See
Appendix B) •

re

Lottery Commission. The act establi
s a new
the California State Lottery Commiss
, whi
ib
operating and admini
the

(§8880.24).

The Commission would be composed of
Governor with the advice and consent of
than three could be members of the same
1
are to be appointed with
30
of the act (December 6, 1984).
select
s
from among
s
however,
commiss
ss

members would serve
year
would
permitted to remove any
without cause, upon notice to
of State. (§8880 .16).

At least one of the commiss
at least
of law enforcement
one must
a certified publ
accountant.

I

erms,

to have
at

(§8880.17)

of
game supplier.
Commissioners
be compensated
day and reimbursed for travel and
commission bus
ss. (§8880 .18).
of the Commission would consist
appointed and of
actions
vote of those present.
(§8880.21).
and public
accordance with the
-5-

per
on
of

convene a "special meeting"

rman cou

Act,
with

(§8880.19

§8880.20).

the Commission would
of the Bagley-Keene
requirement.
would be required to
Act.

Legis
be required
Open
Counsel a
comply
The
tickets within

required to begin sal.es of lottery
the effective date of the act (March
red to
by regulation the

21, 1985)

following
no game
bingo, roulette,
7 IS I

1

machines,
or

racing,

(§8880.28).

(c)
horse
that
$1.

The Governor,
to
dat~

The
management

(§8880.31).

advice and consent
a lottery director
of the act (December 6,
the day-to-day
annual salary of
after July 1,

$65,000
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the

1984.
is to a
11153 of

not
used
are

adrnini
red to

and management
llowing:

, the Governor,
slature on matters
efficient ope
of

General,
State Trea
(§8880.42).

an
accountants to
of
(§8880 4 ) •
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s,

Lottery Game Retailers. Lottery game retai
, i.e. persons
authorized to sell lottery tickets to the public, would be
selected by the director, subject to certain restrictions
contained
Act and to regulations that may be adopted by
the Commiss
under the age of 18
sell lottery
tickets and
could be engaged exclus
the
iness of
lottery tickets.
(§8880.48).
Lottery game retailers would be compensated at the minimum
rate of 5 percent of the retail sales price of the ticket, plus
incentive bonuses.
(§8880.51).
Lottery game retailers would be required to establish
procedures to prevent selling lottery tickets to minors,
including safeguards to assure that tickets offered from vending
machines are not sold to minors.
(§8880.52).
Lottery Suppliers. The Commission would be prohibited from
contracting with any private party for the operation and
administration of the lottery, but would be permitted to contract
for game design, supply, advertising, and public relations.
(§8880.56}.
Any person or business entity proposing to contract with the
Commission for goods or services would be required to make
extensive background disclosures, including the identity of all
corporate officers and directors and all persons who beneficially
own 5 percent or more of the corporation's stock. In addition,
persons or entities contracting for printing of tickets, goods or
services used to record number selections, or goods or services
used to determine winners, would be required to submit income tax
returns
the past 3 years and a current individual financial
statement from each person having a beneficial ownership interest
of 5 percent or more.
(§8880.57).
The director would be authorized to enter into contracts
directly or solicit proposals. All contracts entered into
director would be subject to the approval of the Commission.
(§8880.60).

the

The act creates a spec
fund, the
, which would receive all proceeds from
which would
continuously
for
(a)

of valid

(b)
(c)
(d)

tickets.
costs.

(§8880.62).
for

would be
lable to reimburse other
and all services neces
to
(§8880.66).
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act
sale of
(

880.68).

No person
be
officer or employee of
felony or any

as a
the Commission
gambling-related

act appropriates
a temporary
This sum must be
annual rate of 10 percent.

credit to
within 12
(SEC. 4).

Amendment By Legislature.
act prohibits amendment except
to further its purpose and any amendment must be by
11 passed
by
vote of
and signed by
Governor.
(SEC. 5) .
Severability Clause. Invalidity of any one provi
not effect the entire act.
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would

STAFF COMMENTS

Constitutional Amendment

lottery proposals have inc
the State Constitution that the lottery be "state
revenues be earmarked for a particular
purpose. However,
Fadem Initiative incorporates these
provisions in statute, allowing the potential for the
Legislature, by two-thirds vote, to
a private lottery or
to shift
use of revenues to a purpose other than public
education.
this
of concern?

•

1.

Previous

2.

Fadem requires the Legislature to ban casinos of the
Nevada and New Jersey. Does this imply
casinos
say those operating in London or Monte Carlo
?

Educational Allocation

•

3.

How does the allocation of funds for education

to

?

4.
re
s the use of lottery funds to
"
ruct
" programs as opposed to capital outlay.
reflect actual
? How can this be enforced?
5. Fadem states
sting
ls of
enforced?

that
funding.

Does this

funds supplement
How can this be

6.
ssioners serve 5-year terms, but can be
removed by
Governor without cause. Do commissioners serve
term or pleasure appointments?

7. The
would permit as few as 2
ss
ing
of contracts.
8. The chair
meetings" without
of
"

quorum requirement
to take effie 1
(§8880.21)
Is this des

Commission
convene "special
notice.
(§8880 .19.). What is the
meeting" provision?

9.
should the commission's regulations be exempt from
OAL review?
(8880.26). Note that they even exempt themselves
from the publ
notice requirements.
Is this desirable?
10. What
particular, are
crit

s
the commission approve? In
lottery terminals (VLT's) permitted? Is
toward the "instant" ticket game, as some

?

-10-

,
?

11. Why can't prizes be paid to minors?
(§8880.32(i)).
What is wrong with an adult purchasing a lottery ticket for a
minor as a gift?
12. What is the practical effect of requiring that sales
begin within 135 days?
(§8880.25). Can sales begin in all
of the state by this deadline?
Lottery Director
13. How can any reasonable search for a director be
conducted within 30 days?
(§8880.23).
Is the $65,000 salary
competitive with other states?
(See Appendix A).
14. Should the executive director be appointed by the
Governor or by the commission?
15

What is a "civil executive officer"?

(§8880.37).

Lottery Game Retailers
16. How many retailers would be approved in California?
Should there be some statutory population/outlet ratio to prevent
over-saturation?
17. Shouldn't some background check be made on retailers?
Should the commission be prohibited from approving a retailer who
has been convicted of a felony or gambling-related offense?
Lottery Suppliers
18. Do extensive disclosure and bonding requirements
(§8880.57 & §8880.59) discriminate against small businesses,
particularly those run by women and minorities?
19. Is it intended that the contracting provisions
(§8880.60) supersede the regular contracting procedure under
State Contract Act? If so, why was this deemed neces
?
20. Must lottery supply contracts be bid competitive
not, why not?

If

Fiscal Issues
21. Why is there such a discrepancy between the projected
revenues of the proponents ($700 million) and the projected
revenues of the Legislative Analyst ($500 million)?
22. To what extent, if any, would the lottery reduce
parimutuel revenues from horseracing?
23. Are there any indirect fiscal effects which might result
from a state lottery, including possible loss of sales tax
revenues should purchase of lottery tickets divert di
income from the purchase of taxable goods?
-11-

24. Are
educational

on

25.
Is
economies of

26. The
commiss
exempts the commiss
Budget Act.
subject to approval
usual practice in

•

iently stable to enable
se revenues over time?
?

Will

zes continuous appropriation of
(§8880.62) which, in effect,
legislative review in the annual
commission's budget for expenses
annual
Act? Is this the
states?

Miscellaneous
27. The
amendment of
s provisions "to
further
purposes." What does
s phrase mean? What latitude
1 be given to the Legis
and Governor to determine that
proposed amendments will meet this s
?
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APPENDIX A

Salary ranges in the

u.s. Lottery Industry
Salary

Lottery

Official

Title

Arizona

Charles E. Buri

Director

Colorado

Owen W Hickey
Tim Smith
Leon Tuttle

Director
Deputy Director
Director of
Administration
Research &

$39.576-$52.956
$27,492-$48,108
$32,556-$43.632

Bill Russell

Lottery Sales

Stale Population

215

$34,188-$45,828

Connecticut

j. Blaine Lewis Jr.
Greg Ziemak

Unit Chief'
Assistant Unit
Chief

$47,000 1
$35,500

Delaware

Ralph F. Batch
Frank D. Brown

Director
Deputy Director
{finance)
Deputy Director
(operations)
Deputy Director

$47.610
$30,585

Superintendent
Deputy Superintendent

$39.000

Director
Marketing
Finance Officer

$30.000
$21,000
$19.000

3.7

1.1

Executive Director
Deputy Director
(marketing)
Deputy Director
(administration,
finance & operalions)
Deputy Director
(research &

$48,800
$44,500

462.8

4.2

Executive Director
Assistant Director
Divisional Director
(finance) Marketing
Divisional Director

$65,000
$52,000
$46,000

350

5.8

15

,9

693

7A

•

Fred R. Cleaver
Ted Manno
Illinois

Michael j. jones
Jerry Havener

Maine

Richard).
"Spike" Carey
Harold Lessard
Bruce

Maryland

Martin M. Puncke
Robert ). Laird
Machin Whittemore

A. Milburn

Massachusetts

James Hosker
Thomas O'Heir
Edmund O'Riordan
Louis Totino

190

30

$30,585
$21.779

495

1L3

$31.008-$46.632

$44,500

$44,500

$46,000

New Hampshire

(Position unfilled
at press time)
Fawcett

Executive Director

$32,000-$39,000

Executive Officer

$24.000-$29.000

New Jersey

Hazel Frank Gluck
joe Mule

$54,706
$54,000

John Gallagher

Executive Director
Deputy Director
(administration)
Deputy Director
(operations)
Deputy Director
(marketing)
Deputy Director
(planning research l
Chief Accountant

New York

John D. Quinn
Russell V.
Gladieux

Director
Administrative
Director

$63,072
$59,890

700 (est.)

17.9

Ohio

Thomas V. Chema
Donald Bean
Nancy W. Wolpe

Executive Director
Assistant Director
Deputy Director
(administration)
Deputy Director
(finance)
Deputy Director
(operations)
Deputy Director

$49,317
$40,019
$28,080

400.9

10.7

Anthony Battista
Judy Berry
Barbara Steele

john Forristal
William Bright
David Gale

$42,500
$42,500
$38,500
$38,265
$35,000

$31,138
$34,507
$26,374

Lottery

Official

Title

Salary

I range)

Lottery Sales
(fiscalt983, in millions)

Slate Population
(in millions)

Pennsylvania

Lynn R. Nelson
Bernard Edwards

Executive Director
Deputy Executive
Director

$33,193-$44,577
$30,357-$40,939

Rhode Island

Major Peter ).
O'Connell
Raymond E. Grimes
N/A

Lottery Executive
Director
Deputy Director
Financial Adminis!ration
Production Manager

$47,692

George Daceyz
ConradT.
Shumway
M. Norrie

Executive Director

$30,000 2

Marketing Manager
Director

$33,000
$27,000

Washington, DC

Chester C. CarterJ
Willis johnson
George Thomas Ill
Norval Perkins

Executive Director
Deputy Director
Comptroller
Lottery Division
Chief

$63,700
$46,302
$51,058
$57,866

68

.7

Washington State

Robert A. Boyd
(Position unfilled
at press time l
William Robinson

Director

$56,700

197

3.7

Deputy Director
Assistant Director
(administration)
Assistant Director
(operations)
Assistant Director

$53,292
$42,670

N!A
NIA
\ermont

N.A. Stussy
janie Bailey

1

830

43.7

$36.439
$31,469
$21,532
$24.844
4.6

.5

$42,670
$42,570

Unit chief salary equals $47,000 + management incentive bonus in 1983; bonus should bring salary up

2

11.8

approximately

S!arting salary for the executive director is set by statute; Dacey assumed the post in November. The range of his salary can extend as

"Carter resigned his post effective Dec. 31; former executive director Douglass Gordon is currently filling the

DAV!O

SHARON G.
AMEUA L
EILEEN J.
HENRY J. CONTRERAS

SEN E. DALE
CLINTON J. CEWrrr

alifomia

C. DAVID DlCKERSON
KATHRYN E. DONOVAN
FRANCES S.

PRiNCIPAL

M. GREGORY
3021 STATE CAPITOL
SACRAMENTO 95814

(9' 61 445-3057

80 1 1 STATE BUILDING
107 SOUTH BROADWAY

LOS ANGELES

90012

{21 3) 520-2550

Sacramento, California
1 12, 1984

ALVIN D. GRESS

JOYCE E. HEE
THOMAS R.
JACK I. HORTON
SANDRA HUGHES
MICHAEL .J. KERSTEN
L. DoUGLAS KINNEY
VICTOR
EVE KROT!NGER
ROMULO l. LOPEZ
JAMES
PETER MELN!COE
ROBERT
JOHN A.
EUGENE L. PA!NE
!SA R. RODRIGUEZ

RUSSELL

SPAFH..ING

W!LUAM K. STARK

Honorable
Assemb

MARK FRANKLIN
JEFF THOM
MICHAEL H.
RICHARD B. WEISBERG
DANIEL A. WEITZMAN
THOMAS D, WHELAN
CHR!STOP~ER ZIRKLE
DEPUTIES

wi
a copy of a proposed
amend Section 19 of Article
ze the establishment
12.5 (commencing with
of the Government Code,
State Lottery Act of 1984.
a State Lottery Commiss
director to administer the
therein.

measure permit the use of
be deposited and
player had won a
OPINION
does not permit the use of
could be deposited and
the player had won a prize

15-

- p. 2 - #7290

ANALYSIS
at
measure would add the following
Government Code which are pertinent to the
for the state-operated
by this Chapter, nothing in
construed to repeal or
law and with respect to the
gambling, punch boards, slot
, video poker or blackjack
izes, or any other forms of
is
ifically found that Penal
0, 321, 322, 323, 324, 325, 326,
not apply to the California State
operations.
8880

Commission shall promulgate
regu ations specifying the types of
to be conducted by the Lottery,
~~~~

Game may ~ the theme of
baccarat, blackjack,
slot machines, dog racing,

Garnes utilizing tickets,
games shall bear a unique
shing it from every other ticket
and
name of an elected official
tickets.
s utilizing computer terminals
coins or currency shall be
from such computer terminals
is added.)

atorre - p. 3 - #7290

not specifically state that
nor does it describe the
sing of coins or currency to the
8880.28, Gov. C.). Further,
sions of the Penal Code relating
to the proposed state lottery (proposed
does not so provide with respect to
relating to gaming, slot machines,
ces (Ch. 10 (commencing with Sec.

•

•

. c )

of the Government Code provides
lottery established by the
construed to repeal or
, including punch boards and slot
statutory construction, expressio
if a statute contains an express
11 be presumed that no other
De Neef, 42 Cal. App. 2d 691,
to gambling devices, such as slot
have been made
state lottery, were not made
relat
to lotteries were express
, the initiative measure express
of slot machines in any lottery
8880.28, Gov. C.).
the terms of the initiative measure, we
to gaming, as set forth in Chapter 10
330), Title 9, Part 1 of the Penal Code
by
proposed state lottery.
(b) of Section 330b of the Penal Code
, prohibits the possession or operat
a s
machine as follows:

* * *
, apparatus or device is a
within the provisions of
one that is adapted, or may
one that is adapted, for
, as a result of the
of money or coin or other
means, such machine or

7-

Honorable

- p. 4 -

#7290

or may be operated,
of
ard or chance
such operation
, the ~ may receive £E
--~~--~ to receive any piece of money,
~~~~~ or thing of value or additional
use such slot machine or
, slug, token or memorandum,
otherwise, which may be
t, allowance or
in trade,
may, apart from any
chance or unpredictable
ion, also sell, deliver or
indication of weight,
of value.

* *

*"

(Emphasis added.)

lottery terminal in which money
would indicate immediately whether
would come within the definition of a
or possession of such a video
be prohibited (Sees. 330b and
v. City and County of
in which the court held that
jack were slot machines and
Section 330b) .
not
cou

initiative measure does
terminals in which money
cate immediately whether
Very truly yours,
M. Gregory
slative Counsel
/I

~~/

,' __

//~

cccd:{(!u-t::D::_~.fp;,__
Paul Antilla
Deputy Legislative Counsel
PA:jm
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SUMMARY OF U.S. LOTTERY LAWS
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X
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X

X

X

40% min
X

X
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cmd Local Taxes

X

X

Purchase RestrictionsMinors

DISTRIBUTION NET INCOME
General Fund
Education
Aid to

I

expenses
only
-

X
X

1

Type of Games
Ticket Price
Revenue Apportionment
Agents: License and
Compensation

DISTRIBUTION GROSS SALES
Prize Money
Operating Expenses
Revenue to State

X
X

X
5
X
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X
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COMMISSION AUTHORITY
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1

$25

$100
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MD

X

X
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50%*
X

45% min.
15% max.
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Education
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Prize Money
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Type of Garnes
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t

I

0

Date

-

X

min.

COMPARISON OF LOTTERY MEASURES
ACA 6 (BANE)

I

ACA 8 (HUGHES)IACA 13 (BRADLEY)

Governing Body

13-member State
I Unspecified
Lottery Commission. 2 appointed
by Governor; 2
by Senate Rules;
2 by Assembly
Speaker. Other
members are
Attorney General,
Superintendent of
Public Instruction,
Treasurer, and 4
mayors.

Administrative
Structure

Commission hires
director

Game Formats

Allocation
Receipts

Department of
Consumer Affairs

5-member California State
Lottery Commission. All
appointed by
Governor,
subject to
Senate confirmation.

Unspecified

Unspecified

Governor appoints director
subject to
Senate confirmation.

No restriction.

No restriction.

No restriction.

Proh
s game
theme based on
horseracing,
bingo or casino
games.

Unspecified

zes-50%
Expenses-IS%
Revenues-35%

Unspeci

Prizes - 50%
Expenses-16%
Revenues-34%

N

f-'
I

Allocation of
Revenues

FADEM INITIATIVE

General
true-

1

s K-12.

at grades
K-12, community
colleges, CSUC

uc.

Start-Up Costs

Commission may
borrow up to
$100,000 from
General Fund and
up to $500,000
from Pooled Money
Investment Fund.

ified

Commiss
borrow up to
$16.5 million
from General
Fund.

Unspecified

Prohibits Legislature from
authorizing
casino-style
gambling.

Other Features

Exempts winnings
from state and
local taxes.
Requires first
ticket sales
within 135 days.

I
N

N

I

Requires demographic study of
lottery players.
Requires licensing'of lottery
game retailers.
Provides special
contracting procedures for
lottery game
suppliers.
Exempts commission expenses
from

.

Ill\

LEGISLATIVE ANALYST
AUGUST 22, 1984

PROPOSITION 37--THE CALIFORN

STATE LOTTERY INITIATIVE

STATEMENT TO THE ASSEMBLY (Q!VMITTEE ON GOVERNMENTAL ORGAN I
SACRft~ENTO~ AUGUST 22, 1984

MR, CHAI PJvlAN AND MEMBERS:
You HAVE ASKED THAT WE PROVIDE TESTIMONY REGARDING THE FISCAL
OF

THE CALIFORNIA STATE LOTTERY INITIATIVE, WHICH WILL APPEAR AS

PROPOSITION 37 ON THE STATEVIIDE BALLOT ON NOVEMBER

6~

1984, IN

YOU HAVE ASKED THAT WE PROVIDE AN OVERVIEW OF THE INITIATIVE'S PROVISIONS
AND THEN DISCUSS EIGHT SPECIFIC

QUESTIOt~S

REGARDING THE FISCAL IMPLICATIONS

WHICH THIS MEASURE, IF APPROVED, WOULD HAVE,

A. MIUlR PROVISIONS(]= TIE INITIATIVE
PROPOSITION 37 WOULD MAKE BOTH CONSTITUTIONAL AND STATUTORY LAW
CHANGES REGARDING GAMBLING ACTIVITY IN CALIFORNIA,

1. CoNSTITIITIONAL PROVISICNS GF 11iE INITIATIVE
PROPOSITION 37 \10ULD AMEi\'D THE CALIFORNIA CONSTITUTION IN TWO WAYS:
0 IT WOULD AUTHORIZE ESTABLISHMENT OF A STATEWIDE LOTTERY IN
CALIFORNIA,
I

(THE CONSTITUTION PRESENTLY PROHIBITS LOTTERIES),

IT WOULD pROHIBIT GAMBLING CASINOS IN CALIFORNIA OF THE TYPE THAT
EXIST IN NEVADA AND NEW JERSEY,

(CASINO GN-1BLING CURRENTLY IS

PROHIBITED WITHIN CALIFORNIA BY A STATUTE, BUT NOT BY THE
CoNSTITUTION.)

2. STATtrrORY PRoVISIONS OF THE INITIATIVE
PROPOSITION 37 WOULD ALSO ENACT AN INITIATIVE STATUTE, CALLED THE
CALIFORNIA STATE LOTTERY ACT OF 1984, WHICH PROVIDES FOR THE ACTUAL
ESTABLISHMENT OF A STATE-OPERATED LOTTERY, THE ACT'S MAIN PROVISIONS ARE
AS FOLLOWS:

ASSEMBLY COMMITTEE

ON GoVERNMENTAL ORGANIZATION

-2-
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A. LomRY Ar»1INISTRATIOO
THE ACT WOULD ESTABLISH A CALIFORNIA STATE LOTTERY COMMISSION AND
GIVE IT BROAD POWERS TO OVERSEE THE OPERATIONS OF THE STATEWIDE LOTTERY,
WITH THE STATED OBJECTIVE BEING TO MAXIMIZE NET REVENUES FROM THE LOTTERY,
THE COMMISSION WOULD BE RESPONSIBLE FOR DETERMINING THE TYPES OF LOTTERI
TO BE HELD, THE FREQUENCY OF LOTTERY DRAWINGS, THE PRICE OF LOTTERY
TICKETS, THE NUMBER AND AMOUNT OF LOTTERY PRIZES, AND THE LOCATIONS WHERE
LOTTERY TICKETS MAY BE SOLD,
THE COMMISSION WOULD HAVE FIVE MEMBERS WHO, ALONG WITH A LOTTERY
DIRECTOR, WOULD BE APPOINTED BY THE GOVERNOR AND CONFIRMED BY THE
CALIFORNIA SENATE, THE MEASURE WOULD REQUIRE THAT AT LEAST ONE OF THE FIVE
COMMISSIONERS HAVE A BACKGROUND IN LAW ENFORCEMENT, AND THAT AT LEAST ONE
BE A CERTIFIED PUBLIC ACCOUNTANT, No MORE THAN THREE OF THE FIVE
COMMISSIONERS COULD BE MEMBERS OF THE SAME POLITICAL PARTY,
THE COMMISSION WOULD BE REQUIRED TO MAKE QUARTERLY REPORTS ON THE
PERFORMANCE OF THE LOTTERY, THE DIRECTOR WOULD BE REQUIRED TO ARRANGE FOR
STUDIES OF HOW THE LOTTERY COULD BE OPERATED MOST EFFECTIVELY, WHO
PARTICIPATES IN THE LOffiRY, Al\'D THE BEST MEANS OF PROMOTING THE LOTTERY SO
AS TO MAXIMIZE LOTTERY REVENUES.
B.

lomRY IMPLEMENTATION
THE COMMISSION WOULD BE REQUIRED TO BEGIN PUBLIC SALE OF LOTTERY

TICKETS NO LATER THAN 135 DAYS AFTER THE EFFECTIVE DATE OF THIS MEASURE
{THAT IS, BY APRIL 1985), LOTTERY TICKETS COULD BE PURCHASED ONLY BY
INDIVIDUALS AGED 18 YEARS OR OLDER, THE MEASURE WOULD, PROVIDE THE
COMMISSION

~liTH

A $16,5 MILLION TEMPORARY LINE OF CREDIT FROM THE GENERAL

AUGUST 22, 1984
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FUND TO COVER THE START-UP COSTS ASSOCIATED WITH A STATE LOTTERY, THE
COMMISSION COULD DRAW ON THIS LINE

CREDIT DURING THE 12 MONTHS FOLLOWI

THE EFFECTIVE DATE OF THE MEASURE. THE COf'AMISSION WOULD HAVE TO REPAY ANY
BORROWED

FU~ms,

WITH INTEREST AT AN ANNUAL RATE OF 10 PERCENT, WITHIN

MONTHS OF RECEIVING THE FUNDS,
C. ALLOCATIONS OF THE PROCEEDS FROV! LOTTERY SALES
THE MEASURE WOULD REQUIRE ALL REVENUES FROM LOTTERY SALES TO BE
DEPOSITED INTO A NEW SPECIAL FUND CALLED THE STATE LOTTERY FUND,
PERCENT OF

TI~ESE

FIFTY

PROCEEDS FROM LOTTERY TICKET SALES WOULD BE PfiiD OUT AS

LOTTERY PRIZES, AND A MAXIMUM OF 16 PERCENT COULD BE USED FOR
ADMINISTRATIVE COSTS (INCLUDING

CO~MISSIONS

TO SELLERS OF LOTTERY TICKETS),

THE LOTTERY PRIZES WOULD BE EXF.MPT FROM STATE (BUT NOT FEDERAL) INCct,1E
TAXES, THE REMAINDER OF THE PROCEEDS FROM TICKET SALES--AT LEAST 34
PERCENT OF THE TOTAL--WOULD BE TRANSFERRED INTO A NEW SPECIAL FUND {
STATE LOTTERY EDUCATION FUND) FROM WHICH MONIES WOULD BE CONTINUOUSLY
APPROPRIATED FOR THE BENEFIT OF PUBLIC EDUCATION,

ANY UNCLAIMED LOTTERY

PRIZES AND UNUSED FUNDS AVAILABLE FOR ADMINISTRJ\TIVE COSTS WOULD JI.LSO BE
PLACED INTO THIs FUI\!D

I

THE MEASURE REQUIRES THAT THE FUNDS MADE AVAILABLE FOR PUBLIC
EDUCATION BE DIVIDED AMONG THE FOLLOWING FOUR CATEGORIES OF PUBLIC
EDUCATION:

KINDERGARTEN-THROUGH-TWELFTH GRADE (K-12)

1

COMMUNITY COLLEGES,

THE CALIFORNIA STATE UNIVERSITY (CSU), AND THE UNIVERSITY OF CALIFORNIA

.

(UC), THE FUNDS WOULD BE DISTRIBUTED PERIODICALLY BY THE STATE CONTROLLER
ON A "PER CAPITA11 BASIS, THIS PROBABLY WOULD BE INTERPRETED IN TERMS OF
AVERAGE DAILY ATTENDANCE OR FULL-TIME EQUIVALENT

ENROLL~£NT.

THE

M~~SURE

ASSEMBLY COMMITTEE
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STATES THE
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THAT THE FUNDS MADE AVAILABLE FOR PUBLIC EDUCATION ARE TO

BE USED TO AUGMENT (RATHER THAN SUBSTITUTE FOR) FUNDS ALREADY ALLOCATED
PUBLIC EDUCATION IN CALIFORNIA, AND THAT THE FUNDS ARE TO BE SPENT
EXCLUSIVELY FOR INSTRUCTIONAL PURPOSES,

B. FISCAL EFFECTS

You

a= ll£

INITIATIVE

HAVE ASKED THAT WE DISCUSS THE FOLLOWING EIGHT SPECIFIC QUESTIONS

REGARDING THE FISCAL EFFECTS OF PROPOSITION 37, EACH OF THESE QUESTIONS IS
SEPARATELY ADDRESSED BELOW,

1. THE fMxm

You

OF

NET REVENUES

~~~ CH

THE LOTTERY

~loULD

PRoDOCE

HAVE ASKED WHAT OUR ESTIMATE IS OF HOW MUCH IN NET REVENUES WOULD

BE MADE AVAILABLE FOR PUBLIC EDUCATION IF THE LOTTERY INITIATIVE SHOULD
PASS,

A~ID

WHEN THESE REVENUES WOULD BECOME AVAILABLE,

RESPONSE
ESTIMATING THE AMOUNT OF LOTTERY PROCEEDS AVAILABLE TO PUBLIC
EDUCATION INVOLVES TWO STEPS:
I

ESTIMATING THE TOTAL DOLLAR VOLUME OF LOTTERY TICKET SALES WHICH
WILL OCCUR, AND

I

MULTIPLYING THIS SALES VOLUME BY THE SHARE OF LOTTERY RECEIPTS
WHICH IS TO BE ALLOCATED TO PUBLIC EDUCATION,

SHARE OF LOTTERY RECEIPTS GOING TO EDUCATION,

As NOTED EARLIER,

PROPOSITION 37 REQUIRES THAT PUBLIC EDUCATION RECEIVE A MINIMUM OF

34 PERCENT OF MONIES RAISED FROM THE SALE OF LOTTERY TICKETS, IN ADDITION,
PUBLIC EDUCATION IS TO RECEIVE ALL UNCLAIMED PRIZE MONIES, PLUS THE AMOUNT
BY WHICH THE EXPENSES INCURRED IN OPERATING THE LOTTERY ARE LESS THAN 16
PERCENT OF TICKET SALES. WE HAVE NO WAY OF KNOWING FOR SURE EXACTLY WHAT

AUGUST 22, 1984
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THE VOLUME OF UNCLAIMED PRI
WILL BE IN CALIFORNIA AS A
EXPERIENCE OF OTHER STATES, WE

THESE ThJO FACTORS

THE LOTTERY IS FULLY OPERATIONAL SO THAT
FACTOR

A~~

BASED

I

ON-GOING EXPENSES

COSTS

SPREAD OVER A LARGE SALES

ADDITIONAL 6 PERCENT TO THE
GIVEN THIS, WE BELIEVE THAT PUBLIC EDUCATION COULD RECEIVE

...;..::_.:..=;._~:..;_

LOTTERY SALES RECEIPTS, ASSUMING A FULLY-OPERATIONAL LOTTERY.
VOLUME OF LOTTERY TICKET SALES.

IT IS DI

PREDICT AT THIS TIME THE AMOUNT

ICULT TO
SALES WHICH

TI

IN CALIFORNIA UNDER PROPOSITION 37, THERE ARE SEVERAL REASONS FOR THIS,
FOR EXAMPLE:
I

THE INITIATIVE DOES NOT
BE MADE AVAILABLE IN

WHAT
IFORNIA,

GAMES WI

~::..:::;.

HOW:.....:...:==~:...!..

THE

PLAYED, OR WHAT THE NUMBER AND LOCATIONS OF LOTTERY

..:..,.::..;:;:.:...=...;...__;:;;.;_:.:::;;..=:;;.

OUTLETS WILL BE,
I

BECAUSE CALIFORNIA HAS
OF KNO\'JING IN

~DVANCE

A LOTTERY BEFORE,

IS

EXACTLY HOW CALIFORNIANS WILL PESPOND

DIFFERENT LOTTERY GAMES.
I

DATA ON LOTTERY
OTHER STATES AND
ATTEMPT TO USE THESE
VOLUME OF CALIFORNIA
DO THIS IN A STATIST!

AVAILABLE FOR LOTTER!
DISTR

CoLUMB , AND
TO

~AKE

INFERENCES ABOUT THE

TICKET
ID MANNER,

INLY
AL

, HOWEVER, IN ORDER TO
IS FIRST NECESSARY TO

SEPARATE OUT THE INDEPENDENT INFLUENCES OF THE MANY FACTORS THAT

AUGUST 22, 1984

-6-

ASSEMBLY COMMITTEE
ON GOVERNMENTAL ORGANIZATION

DETERMINE LOTTERY SALES IN OTHER STATES, SO 11-IAT CALIFORNIA'S OWN
UNIQUE CHARACTERISTICS CAN BE TAKEN INTO ACCOUNT WHEN PROJECTING
LOTTERY SALES, UNFORTUNATELY, HOWEVER, ACCURATELY IDENTIFYING THE
SEPARATE EFFECTS OF ALL OF THESE FACTORS IS AN EXTREMELY COMPLEX
TASK, AND WE ARE NOT AWARE OF ANYONE Y.n-10 HAS BEEN ABLE TO
ACCOMPLISH THIS IN A TOTALLY SATISFACTORY WAY.
I

t1:>ST STATES HAVE EITHER RECENTLY EXPANDED 11-IEIR LOTTERY OPERATIONS
TO INCLUDE "LOTTO" GAMES, OR PLAN TO DO SO IN 11-IE NEAR FUTURE,
LOTTO GAMES REPRESENT THE FASTEST-GROWING

FOP~

OF LOTTERY BETTING

RIGHT NOW, AND THE EVIDENCE SO FAR IS THAT 11-IEY COULD BECOME
TREMENDOUSLy POPULAR

I

HO\'JEVER BECAUSE THEY ARE RELATIVELy NEW
I

I

NO ONE CAN BE SURE FROM 11-!E EXPERIENCES-TO-DATE OF OTHER STATES
WHAT TYPES OF SALES LEVELS LOTTO GAMES COULD PRODUCE IN
CALIFORNIA, ONCE THEY ARE FULLY PHASED-IN.
GIVEN THESE PROBLEMS, WE HAVE CONCLUDED THAT THE BEST APPROACH TO
PROJECTING CALIFORNIA LOTTERY SALES AT THIS TIME IS TO REVIEW THE TOTAL AND
PER CAPITA LOTTERY SALES LEVELS IN OTHER STATES <TABLE

1),

AND THEN TO

(p,.)

FOCUS ON STATES WHICH ARE EITHER LARGE INDUSTRIAL STATES LIKE CALIFORNIA OR
GEOGRAPHICALLY PROXlt-"ATE TO CALIFORNIA AND (B) ADJUST FOR THE FACT THAT
LOTTERY

"NU~SERS

GAMES" MIGHT NEVER BECCl''iE

A.S

IMPORTANT A SOURCE OF LOTTERY

SALES IN CALIFORNIA AS IN THE EAsT AND MIDWEST WHERE, UNLIKE IN CALIFORNIA,
NUMBER GAMES HAVE BEEN POPULAR FOR DECADES.
USING THIS APPROACH, WE

ESTI~ATE

THAT LOTTERY SALES IN CALIFORNIA

WOULD BE ABOUT $50 PER CAPITA, OR ABOUT $1,25 BILLION FOR THE STATE AS A
WHOLE ONCE A LOTTERY IS FULLY OPERATIONAL, THIS VOLUME OF SALES WOULD

ASSEMBLY C~MITTF.E
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1

LOTTERY SALES
TOTAL AND PER CAP
IN 1982-83 AND 1983-84

•

STATE

TOTAL LOTTERY SALES
(MILLIONS OF DOLLARS)A PER CAPITAL LOTTERY SALES
IY02-83
1983-84
1982-83
1983-84

ARIZONA
CoLORADO
CoNNECTicuT
DELAvJARE
DISTRICT OF CoLUMBIA
ILLINOIS
Mil.INE
fiJARYLAND
f'1ASSACHUSSETTS
MICHIGAN
NEW HAMPSHIRE
NEW JERSEY
NEW YoRK
OHIO
PENNSYLV/>NIA
RHODE ISLAND
VEPJ"10NT
WASHINGTON
ALL LOTTERY STATES

$75
137B
188
30
54c
516
13
463
316
553
14
693
645
397
885
44
5
200E
$5,228

$60
118
250
33
98
914
16
537
4soD
621
18
800
889

600
1
53
5
$61863

$26
45B
60
50
86c
45
12
108
55
61
15
93
37
37
75
46
9
47E
$50F

$20
38
80
55
157
80
14
125
78D
68
19
107
50
56
104
c:;._:J

10
38
$64F

A, DATA FROM STft.TE LOTTERY CO!'vV"1ISS IONS AND PURLIC GAMING RESEARCH INSTITUTE.
DATA FOR 1983-84 ARE PRELIMINARY ESTIMATES FOR CERTAIN STATES, INCLUDING NEW
JERSEY AND OHIO,
B, LOTTERY SALES BEGAN JANUARY 24, 1983,
C, LOTTERY SALES BEGAN AUGUST 25, 1982,
D. REFLECTS LOTTERY St\LES FOR THE FIRST 11 MONTHS OF THE FISCAL YEAR.
E LOTTERY SALES DEGAN NOVEfv1BEP 15 1982.
F. UNWEIGHTED AVERf\GE OF ALL LOTTERY STATES,
I

I

ASSEMBLY COMMITTEE
ON GOVERNMENTAL ORGANIZATION
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YIELD $500 MILLION IN ANNUAL REVENUES FOR CALIFORNIA PUBLIC EDUCATION,
BASED ON THE

ASSL~PTION

ABOVE THAT EDUCATION RECEIVES A 40 PERCENT

OUR ESTIMATE OF $500 MILLION IN NET REVENUES IS LESS THAN THE $700
MILLION

ESTit~TE

ASCRIBED TO THE INITIATIVE'S PROPONENTS, THIS IS BECAUSE

THE $700 MILLION ESTIMATE IS BASED ON PARTIAL YEAR SALES DATA FOR TWO
STATES (WASHINGTON AND CoLORADO) DURING THE EARLY MONTHS OF THEIR FIRST
YEAR OF OPERATION <1982-83), THESE SALES VOLUMES ARE NOT REPRESENTATIVE OF
THE ONGOING EFFECTS OF THE LOTTERIES, IN CONTRAST, OUR FIGURE IS BASED ON
LOTTERY PERFORMANCE IN THESE TWO STATES PLUS IN TEN OTHER STATES

WELL,

~S

IN THE MOST RECENT FISCAL YEAR (1983-84),
THUS, OUR ESTIMATE REFLECTS A BROADER SPECTRUM AND MORE RECENT
EXPERIENCE OF LOTTERY ACTIVITY THAN DOES TI1E $700 MILLION ESTIMATE,
WHEN LOTTERY REVENUES WOULD BECOME AVAILABLE, BECAUSE PROPOSITION 37
REQUIRES THE PUBLIC SALE OF LOTTERY TICKETS BY APRIL 1985, REVENUES WOULD
FIRST BECOME AVAILABLE IN 1984-85, HOWEVER, THESE REVENUES WOULD BE FAR
LESS THAN $500 MILLION, BECAUSE THERE WOULD ONLY BE A PARTIAL YEAR EFFrCT
IN 1984-85,

IN 1985-86, REVENUES v,JOULD ALSO BE LESS THAN $500 f"'ILLI

BECAUSE IT TAKES TIME TO FULLY IMPLEMENT AN ARRAY OF LOTTERY

G~MES

,

M,lD

REALIZE THEIR FULL REVENUE POTENTIAL, FOR EXAMPLE, LOTTERY OFFICIALS IN
OTHER STATES INDICATED TO US THAT IT CAN TAKE A YEAR OR MORE TO BEGIN LOTTO
GAMES, DUE TO THE

TI~1E

REQUIRED TO IMPLEMENT THE NECESSARY 110N-LINE"

COMPUTER EQUIPMENT AND TO ESTABLISH SATISFACTORY SECURITY SYSTEMS,
CONSEQUENTLY, THE FULL ONGOING REVENUE IMPACT OF THE MEASURE PROBABLY WOULD
NOT BE FELT UNTIL 1986-87,

AUGUST

ALL OC/\ TED

22 198lt
I

N~OflGST

THE

COVMUNITY COLLEGES,

1

ITY OF CALIFORNIA

(U().

REVENUES ALLOCATED
THESE FOUR EDUCATiONAL
THAT THIS PROVISION v10ULD
DI STF< IBUTED IN EQUAL MOUNTS
INITIATIVE RLTERS TO FOR
EQUIVALENT ENf~OLLMENT (THE

For.;

CSU

AND lJ().

BASED UPON CURRENT

COLLHiES AND

FTF

PROJECTIONS

PFVENUES AMONGST EDUCATIONAL

K-12 13. 0
I

2.4
3

FOR

PERCENT FOR COM'1UN ITY

UC,

At_L()[I\TEP_I()__ hQ~1\TJQ!t~IJJ:L_CURR_EI'ff

TO BE RECEIVED RY PURUC
FUND IfJG CURRENTLY PROVIDED BY
IONAL PURPOSES.

L

S IN

, CSU

1983-8ll
AND UC,

AND

198ll-85

PROVIDLD

THESE FIGURES
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2
STATE FUNDING J'>ND ESTI!V1ATED
REVENUES FOR EDUCATIONAL
IES IN CALIFORNIA
IN MILLIONS}

CURRENT
EDUCATIONAL FUNDINcf

1983-84
$8,429

1984-85
$9,636

A.

1,073

B

955
1,125

1.

PROJECTED EDUCATIONAL REVENUES
FROM A
FULLY-OPERATIONAL LOTTERY
ERCENT OF
AMOUNT
1984-85 FUNDING

$400

4.2%

65
23
12
$100

5.9

152

1,101
1,152
1,375
$3,628

,581

$13,264

$500

3.8%

2.

c.

1.9

0.9

2.8%

TO POUNDING. FIGURES INCLUDE STATE
AND OTI1ER STATE FUNDS, BUT EXCLUDE
CAPITAL OUTLAY EXPENDITURES, FIGURES FOR CSU
IN FUND I ~lG USED FOR RESEARCH ACTIVITIES WHICH
IDENTIFIED USING CURRENTLY AVAILABLE DATA,

AUGUST 22, 1984

FUND AND OTHER STATE FUNDS, AND
FUNDING,
THE REVENUES AVAILABLE TO EDUCATION FROM A
YVU!ll

li

AMOUNT TO, AS A PERCENT OF

1984~85

STATE

4,2 PERCENT FOR K-12, 5,9 PERCENT FOR COf'-1MUNITY
1

0,9 PERCENT FOR UC, AND 3,8 PERCENT FOR ALL
COfv1BINED,

4
INION IS

REGf\..PDI~!G

THE STABILITY OF LOTTERY

IN PARTICULAR, WHETHER LOTTERY REVENUES CAN BE
ING SOURCE FOR PUBLIC EDUCATION,

ASPECTS

YOUR QUESTION, ONE ASPECT INVOLVES

LOTTERY REVENUES CflN BE EXPECTED TO "HOLD
GENERAL ECONOMY, AS OPPOSED TO
SECOND ASPECT INVOLVES THE EXTENT TO WHICH1
BUSINESS CYCLE, LOTTEPY REVENUES WILL

FACTOR--LONG-TEP~

STABILITY--THERE SEEMS TO SOME

OF LOTTERIES IN OTHER STATES THAT LOTTERY
OF ENTHUSIASM WHEN THEY ARE FIRST
i

HOWEVER, SALES LATER SAG AS THE NOVELTY

NEW VERSIONS ARE INTRODUCED.

BOTH ARIZONA (WHERE SALES DECLINED FROM $114

IS
MI

FOR EXAMPLE,

I

ION IN 1982-83 AND $60 MILLION IN 1983-84),

AUGUST

22~

1984

INED FR()fvl $137 MILLION IN THE LAST FIVE MONTHS OF
OF 1983-8Lf) AND WASHINGTON (WHERE SALES
ION IN THE LAST

7~

MONTHS OF 1982-83 TO $165 MILLION

0\'iN EXAMINATION OF INTERSTATE DIFFERENCES IN PER
SALES INDICATES THAT,

v~EN

OTHER FACTORS SUCH AS

RATES AND THE PREVALENCE OF ALTERNATIVE
ADJUSTED FOR, LOTTERY WAGERING TENDS TO
OF YEARS A LOTTERY HAS BEEN IN EXISTENCE INCREASES.
G

THAT THERE WOULD BE SOME TENDENCY, AT LEAST FOR A
ISHMENT OF A FULLY-OPERATIONAL LOTTERY, FOR
IN LOTTERY REVENUES UNLESS SUFFICIENTLY
LOTTERY GAMES THAT FUELED THE ENTHUSIASM OF BETTORS

FACTOR--SHORT-RUN VARIABILITY IN LOTTERY
FLUCTUATIONS IN ECONOMIC CONDITIONS--SEVERAL
AT WORK, ON THE ONE HAND, OUR INTERSTATE
ACTIVITY SUGGESTS THflT LOTTERY WAGERING APPF/'RS TO
ON THE OTHER HAND, LOTTERY WAGERING ALSO SEEMS

RI

UNEMPLOYMENT RATE. OF THESE TWO EFFECTS, THE
WAGERING AND INCOME IS SOMEWHAT STRONGER THAN
UNEMPLOY~1ENT,

As A RESULT, IT APPEARS THAT

EXPECTED, ON BALANCE, TO RISE AND FALL WITH

c

, lN THIS SENSE, SOME MIGHT CATEGORIZE
SOURCE OF REVENUES IN THE SHORT-RUN SENSE.
REMEMBERED THAT ALL OF THE STATE'S THREE I\1AJOR

AUGUST 22, 1984

INCOME

Ttv<,

THE SALES AND USE

SHARE THIS SAME GENEPAL
FALLING ALONG WITH THE LEVEL OF ECONOMIC

ON OF GROSS LOTTERY SALES RECEIPTS
I

, AJ){V1 IN ISTPAT IVE EXPENSES AND PUBL IC

ALLOCATION IN OTHER STATE LOTTERIES.

EACH LOTTERY STATE SPLIT ITS GROSS LOTTERY
IZES, EXPENSES AND PUBLIC PURPOSES IN
ALLOCATIONS TO THE ALLOCATION PROPOSED IN
IS IMPORTANT TO RECOGNIZE THAT LOTTERY
, ON AVERAGb TO BE RELATIVELY HIGH FOR
STATES CANNOT SPREAD THEIR OVERHEAD
BASE AS CAN LARGE STATES, FOR THIS REASON,
COMPARE THE

ALLOCATI0~1 S

FOR CALIFORNIA PROPOSED IN

STATES WITH LARGE URBAN POPULATIONS,

IT IS ALSO

STATES WHICH HAVE ONLY RECENTLY IMPLEI',.ENTED
UNUSUALLY HIGH EXPENSES AS A PERCENT OF
F

ONE-TINE START-UP COSTS FOR EQUIPMENT

DISTRIBUTION OF LOTTERY PROCEEDS IN MAJOR
ISHED LOTTERIES AND LARGE URBAN

49 PERCENT FOR PRIZES, 10 PERCENT FOR

-14-
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3
I

IN

OF Lon~RY SALES

1983-84 ~

PERCENT OF LOTTERY RECEIPTS ALLOCATED TO:
AilviiNISTRATIVE
PUBLIC
PRIZES
ExPENSES
PURPOSES

45%
50
47
48
49
51
51

26%
12
15
11
8
23
8

29%

48
50
44
48
49

25
8
13

50

50

12
10

38
35

42
44
28
40
37
40

48

26

47%

16%

27
42
43
42
42
33
28
40
25
36%

49%

10%

41%

50

28
45

10
9
17
44
15

ROUNDING, ALL 1983-84 DATI\ ARE
THROUGH h'RITTEN QUESTIONNAIRES Mm/OR
STATE LOTfEPY OFFICIALS.
FOR 1983-84 \'JERE NOT YET COMPILED.
I CUT I IlL I NO Is I f"1ARYLAND I ~'11\SSACHUS ETIS I
OHIO AND PENNSYLVANIA, IF THE THREE vJESTERN
IZONA,
AND WASHINGTO~' ARE INCLUDED, THE AVERAGE
~~r-n' PROCEEDS IS ABOUT 48 PERCENT FOR PRIZES, 12 PERCENT
PERCENT FOR PUBLIC PURPOSES,

AUGUST

PUBL

22~

1984

PURPOSES, THIS IS QUITE
ON

A

THE FACT THAT PUBLIC
PRIZES AND THE AMOUNT BY
BELOW 16 PERCENT OF SALES,

IS OF THE INCOME TAX LOSS WHICH
OF LOTTERY WINNINGS FROM STATE AND LOCAL

FROM SEVERAL DIFFERENT PERSPECTIVES, ONE
OF THE INCOME TAX LOSS WHICH
WINNINGS FROM INCOME TAXATION viOULD
REVENUES viH ICH WOULD BE COLLECTED IF
IS

•
•

LOSS WOULD DEPEND PRIMARILY ON

LOTTERY PR I

vi INNERS , AND

WI~INERS

TAKE STEPS TO OFFSET

NS BY THE USE OF VARIOUS TAX

TAX LOSS \'i'OULD OCCUR FROM THIS
\'IOULD NOPMALL Y BE REPORTED AS TAXABLE
SUBJECT TO THE STATE'S MAXH•1UM
, BASED UPON OUR ESTIMATE OF LOTTERY TICKET
LOTTERY ($1,25 BILLION ANNUALLY), THE

AUGUST

ABOUT $70 MILLION ANNUALLY,
BE MUCH LESS THAN THIS
MONEY

~10ULD

BE SUBJECT TO AN 11 PERCENT TAX

IS IS THAT MOST PRIZES IN INSTANT LOTTERY GAMES ARE
,

A~~

THEREFORE INCAPABLE OF
's MAXIMIM TAX BRACKET.

AUT~~TICALLY

IT IS ALSO

IFORNIA IMPLEMENTED LOTTO-TYPE LOTTERY GAMES
IZES, THE LOTTERY COMMISSION MIGHT DECIDE TO
A MULTI-YEAR PERIOD AS IS DONE IN OTHER STATES1
THE PRIZES WOULD NOT BE COLLECTED
BE SPREAD OVER TIME,
QUESTION OF LOST INCOME TAX REVENUES IS TO
REVENUES IN THE ABSENCE OF A LOTTERY
TOTAL STATE INCOME TAXES IF PROPOSITION 37
THERE WOULD BE SOME UNKNOWN BUT PROBABLE
DUE TO PROPOS IT ION 37, ASSUMING THAT
vlOULD, IN THE ABSENCE OF A
SERVICES WHOSE PRODUCTION WOULD HAVE
TAXABLE INCOME,

HOWEVER, BECAUSE

EXTENT TO WHICH LOTTERY TICKET S/>.LES
ITEMS WHOSE PRODUCTION CONCURRENTLY
IMATE WHAT THE ASSOCIATED INCOME TAX REVENUE

AUGUST 22, 1984

THE EfFECT Of A loTTERY ~ PARIKJTUAL WAGERING REvENUES

IF ANY, WE BELIEVE THAT THE PROPOSED
FROM PARIMUTUAL WAGERING ON HORSE

IF NOT ALL FORMS OF GAMBLING HAVE AT LEAST SOME
ONE ANOTHER, AND THEREFORE THAT
CAUSE SOME LOSS IN STATE PARIMUTUAL HORSE
HORSE RACING IS

~IDT

MERELY A WAGERING

SPECTATOR SPORT IN ITS OWN RIGHT, AND
CAN INVOLVE CERTAIN HANDICAPPING SKILLS WHICH
WOULD BE SURPRISED IF THE NEGATIVE EFFECT
WAGERING WAS PARTICULARLY SIGNIFICANT.
ON THE WAY IN WHICH LOTTERY WAGERING
ING AFFECT ONE ANOTHER IS SKETCHY, ONE
IN NEW JERSEY FOUND THAT THE PORTION OF
WERE HORSE PACING PARTICIPANTS GENERALLY
AND 25 PERCENT, DEPENDING ON THE TYPE OF
It/AS INDEFD SOME POTENTIAL FOR
THE TWO ACTIVITIES; HOWEVER, THE SPECIFIC
HORSE RACING BETTING ON ONE ANOTHER

~1AS

NOT

ANALYSIS OF WHY PER CAPITA LOTTERY SALES

AUGUST 22, 1984

PRESENCE OF ALTERNATIVE LEGAL
ING, DOES IN
S

REDUCE

WAS NOT ESPECIALLY STRONG, GIVEN THIS
CONTACTED THE STATE HORSE RACING
STATES WHICH ALSO PERMIT

It~UTUAL

THE FOURTEEN STATES REPORTED
NO EFFECT OR ONLY A NEGLIGIBLE

THEY
ON

REMAINING THREE STATES WOULD NOT RULE OUT
R

MIGHT HAVE HAD SOME EFFECT, BUT HAD NO
S CONCLUSION AND DID NOT BELIEVE THAT THE

S

FICANT, THUS, WE ARE NOT AW/WE OF ANY "HARD"
OF LOTIERIES NOTICEABLY REDUCES PARIMUTUAL

I~IDIRECT

FISCAL EFFECTS MIGHT RESULT FROM

IBLE LOSS OF SALES TAX REVENUES IF THE
DIVERTS DISPOSABLE INCOME FROM BEING SPENT ON

IS "YES 11--THERE UNDOUBTEDLY WOULD BE
FROM THE ESTABLISHMENT OF A STATE
USUALLY AN INEVITABLE CONSEQUENCE OF

-19-
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PRODUCTION AND CONSUMPTION OF GOODS AND
IALLY WHEN, AS IS ESSENTIALLY THE CASE WITH

RELY "NDl' COfv'MODITY IS CREATED.
LOTTERY, THERE CERTAINLY COULD BE SOME LOSS IN
EXTENT THAT SOME PORTION OF THE WELL -OVER $1

•

BI

ANNUALLY ON LOTTERY TICKETS WOULD OTHERWISE
TAXABLE GOODS. OF COURSE, TO THE EXTENT 11-lA.T
N INCREASED EXPENDITURES ON LOTTERY EQUIPMENT,
OTHER SUCH ITEMS, THERE COULD ALSO BE CERTAIN
THE LOTTERY ON SALES TAX REVENUES,
~1ICH

THE PROPOSED STATE LOTTERY MIGHT PRODUCE

IN THE DISTRIBUTION OF AFTER-TAX INCOMES OF
I

DEPEND ON THE EXTENT THAT LOTTERY PARTICIPATION
GROUPS), CHANGES IN THE PATTERN OF INCOME FLOWS
STATES (THIS WOULD DEPEND ON SUCH FACTORS AS
WAS

~ANUFACTURED

AND TO WHOM LOTTERY OPERATING

IN EMPLOYMENT IN THOSE INDUSTRIES WHOSE
BECAUSE OF A REDIRECTION OF CONSUMER SPENDING INTO

